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September  1,  1966 


To  His  Excellency,  Dan  K.  Moore 
Governor  of  North  Carolina 


Dear  Governor  Moore: 

Transmitted  herewith  is  a  report  of  the  findings, 
conclusions  and  recommendations  of  the  Commission  for  the 
Study  of  the  Revenue  Structure  of  the  State. 

The  work  of  the  Commission  was  performed  in  accor- 
dance with  the  requirements  of  Resolution  No.  79  of  the 
General  Assembly  of  1965  which  authorized  the  appointment 
of  the  Commission. 


Respectfully  submitted, 

Thomas  W.  Alexander 
Chairman 


RESOLUTION  79 

S.  R.  501 

A  JOINT  RESOLUTION  CREATING  A  COMMISSION  FOR  THE  STUDY  OF  THE  REVENUE 

STRUCTURE  OF  THE  STATE  OF  NORTH  CAROLINA  TO  MAKE  RECOMMENDATIONS  TO 

THE  GOVERNOR  AND  THE  1967  GENERAL  ASSEMBLY. 

WHEREAS,  it  is  desirable  that  the  tax  structure  of  the  State  of  North 
Carolina  should  be  studied  and  reviewed  to  ascertain  whether  it  meets  the 
tests  of  stability  and  equity,  gives  proper  economic  incentive  to  the 
greater  productivity  of  the  citizens  and  business  enterprises  of  the  State, 
encourages  the  location  of  new  industry  in  the  State,  and  makes  steady  and 
adequate  provision  for  revenue  for  the  sound  and  essential  purposes  of 
government : 

Now,  therefore,  be  it  resolved  by  the  Senate,  the  House  of  Representatives 
concurring: 

Section  1.   There  is  hereby  created  a  Commission  for  the  Study  of  the 
Revenue  Structure  of  the  State  to  be  composed  of  nine  members  and  who  shall 
be  appointed  as  follows:   three  members  shall  be  appointed  by  the  Governor, 
three  members  shall  be  appointed  by  the  President  of  the  Senate  and  three 
members  shall  be  appointed  by  the  Speaker  of  the  House. 

Sec.  2.   It  shall  be  the  duty  of  the  Commission  to  study  and  review  the 
tax  laws  of  the  State,  both  State  and  local  laws,  and  to  recommend  such 
changes  as  it  may  deem  advisable  in  the  rates  of  taxation,  together  with 
the  predicted  revenue  effects  thereof,  together  with  proposed  alternate 
sources  of  revenue,  to  the  end  that  the  revenue  system  may  be  as  stable  and 
equitable  as  possible,  and  yet  so  fair  when  compared  with  the  tax  structure 
of  other  states,  that  business  enterprises  and  persons  will  be  encouraged 
to  locate  and  expand  business  in  North  Carolina. 


VI 

Sec.  3.   Upon  its  appointment,  the  Commission  shall  organize  by  electing 
from  its  membership  a  chairman  and  a  vice  chairman.   The  Director  of  Tax 
Research  for  the  State  shall  serve  as  secretary  to  the  Commission,  but 
shall  not  be  a  member.   The  Commission  is  authorized,  with  the  approval  of 
the  Governor,  to  employ  such  clerical  and  other  assistants,  professional 
advice  and  services  as  may  be  deemed  necessary  in  the  performance  of  its 
duties. 

Sec.  4.   The  members  of  the  Commission  shall  be  paid  such  per  diem  and 
travel  expenses  as  are  provided  for  members  of  State  boards  and  commissions 
generally.   The  expenses  of  the  Commission  shall  be  paid  from  the  Contin- 
gency and  Emergency  Fund;  provided,  however,  that  total  of  such  expenses  of 
the  Commission  shall  not  exceed  the  sum  of  thirty  thousand  dollars 
($30,000.00). 

Sec.  5.   The  Commissioner  of  Revenue  and  the  Director  of  Tax  Research 
shall  make  themselves  and  their  staffs  available  to  the  Commission. 

Sec.  6.   The  Commission  shall  submit  its  report  by  September  1,  1966  to 
the  Governor  for  transmittal  to  the  Advisory  Budget  Commission  and  the  1967 
General  Assembly. 

Sec.  7.   This  Resolution  shall  become  effective  upon  its  adoption. 

In  the  General  Assembly  read  three  times  and  ratified,  this  the  14th  day 
of  June,  1965. 
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INTRODUCTION 

This  Commission  was  created  by  Joint  Resolution  79  of  the  General 
Assembly  of  1965. 

The  purpose  for  which  the  Commission  was  created,  as  stated  in  the 
Resolution,  was  to  study  the  tax  structure  of  the  State  to  ascertain  whether 
it  (1)  meets  the  tests  of  stability  and  equity,  (2)  gives  proper  economic 
incentive  to  business,  (3)  encourages  location  of  new  industry  and  (4)  pro- 
vides adequate  revenue  "for  the  sound  and  essential  purposes  of  government." 

The  directive  given  to  the  Commission  by  the  General  Assembly  was 
to  study  both  state  and  local  tax  laws  and  to  recommend  changes  which  would 
make  the  revenue  system  (1)  stable  and  equitable  and  (2)  "yet  so  fair"  in 
comparison  with  the  tax  structures  of  other  states  that  it  will  encourage  the 
location  and  expansion  of  business  enterprises. 

Although  not  spelled  out  in  the  Resolution,  the  legislative  back- 
ground indicates  that  the  General  Assembly  intended  that  study  of  the  needs 
of  local  governments  for  additional  sources  of  revenue  was  to  receive  priority 
treatment  by  the  Commission. 

Considering  the  purpose,  directive,  and  legislative  background  of 
the  Resolution,  the  Commission  decided  that  its  first  responsibility  was  to 
make  only  those  recommendations  which  are  consistent  with  a  "steady  and 
adequate  provision  for  revenue"  at  both  the  state  and  local  levels  of  govern- 
ment.  The  Commission  decided  that  its  second  responsibility  was  to  recommend 
such  changes  as  are  needed  to  make  the  tax  structure  fair  and  equitable  to  all 
taxpayers,  and  that  its  third  responsibility  was  to  recommend  such  changes  as 
it  deems  necessary  to  make  the  State  attractive  to  industry.   The  Commission 
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added  a  fourth  responsibility:  to  clarify  and  simplify  the  tax  laws  in  order 
to  reduce  the  burden  of  compliance  and  to  make  administration  more  efficient 
and  less  costly. 

Prior  tax  study  commissions  contracted  for  outside  help  in  conducting 
comprehensive  studies  in  specific  areas  of  taxation.   This  Commission  found  at 
its  organizational  meeting  in  October  1965  that  it  faced  a  deadline  less  than 
ten  months  away  and  it  decided  that  there  was  insufficient  time  to  bring  in 
outside  experts  to  make  special  studies.   Since  its  membership  included  persons 
who  are  representative  of  most  aspects  of  the  economic  life  of  the  State,  it 
concluded  that  its  best  approach  was  study,  discussion  and  decision  by  the 
Commission  members  themselves,  with  such  assistance  as  they  could  get  from  the 
public  at  large  and  from  state  agencies.   In  adopting  this  approach,  the  Com- 
mission accepted  the  role  of  a  "working"  commission.   The  Commission  met  on  a 
total  of  more  than  thirty  days,  most  of  them  full  day  meetings  with  a  few 
carrying  over  into  the  evening.   The  individual  members  did  much  "homework, 
studying  and  analyzing  materials  supplied  them,  making  inquiries  of  business- 
men and  business  associations  and  otherwise  preparing  for  future  meetings. 

In  order  to  benefit  from  the  thinking  and  experience  of  the  citizens 
of  the  State  and  to  discover  the  areas  of  taxation  giving  the  most  concern, 
the  Commission  decided  to  hold  public  hearings  at  which  interested  parties 
could  air  their  views  as  to  what  subjects  merited  the  attention  of  the  Com- 
mission.  News  releases  in  October  and  early  December  of  1965,  announcing  the 
intention  to  hold  public  hearings  and  inviting  persons  to  appear,  were  given 
wide  coverage  by  the  news  media  of  the  State  and  received  an  immediate  response 
from  persons  wishing  to  appear.   Public  hearings  were  held  in  February,  1966. 
All  persons  indicating  a  desire  to  appear  before  the  Commission  were  given  an 
opportunity  to  present  their  views  at  these  hearings. 
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In  addition  to  the  hearings,  the  Commission  received  briefs,  letters 
and  post  cards  from  citizens,  businesses  and  organizations  throughout  the  State. 
The  Co'mmission  gave  careful  consideration  to  each  suggestion  during  the  course 
of  its  study.   The  Commission  is  grateful  for  the  contributions  to  its  work 
made  by  those  who  made  their  views  known  through  appearances  and  through  letters 
and  briefs.   A  complete  list  of  the  recommendations  received  by  the  Commission 
with  the  name  of  the  person  or  organization  making  the  recommendation  appears 
in  Appendix  A  of  this  report.   The  list,  of  necessity,  contains  only  the  gist 
of  each  suggestion. 

In  addition  to  the  list  of  suggestions.  Appendix  A  contains  tables 
showing  estimates  of  the  revenue  which  could  be  derived  from  various  sources 
of  additional  revenue  and  the  loss  of  revenue  which  would  result  from  certain 
other  changes  in  the  tax  laws  which  were  suggested  to  the  Commission. 

Following  the  hearings,  staff  members  of  the  Institute  of  Govern- 
ment of  the  University  of  North  Carolina  met  with  the  Commission  to  discuss 
various  facets  of  the  economic  and  fiscal  situation  in  North  Carolina.   They 
offered  comparisons  between  the  tax  structure  of  North  Carolina  and  neighboring 
states  and  comparisons  between  counties  in  North  Carolina.   This  was  invaluable 
to  the  Commission  as  it  approached  its  mission. 

At  the  special  invitation  of  the  Commission,  the  Commissioner  of 
Revenue  and  members  of  his  staff  attended  several  sessions,  described  the  tax 
laws  administered  by  the  Commissioner  of  Revenue,  pointed  out  problems 
encountered  in  administering  the  tax  laws  and  made  recommendations  to  the 
Commission  for  changes  to  clarify  and  simplify  the  revenue  laws. 

The  Director  of  the  Department  of  Conservation  and  Development  gave 
his  views  as  to  the  problems  presented  by  the  tax  structure  of  the  State  in 
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attracting  industry. 

With  this  substantial  amount  of  information  at  hand,  the  Commission 
began  its  work.   It  made  detailed  studies  in  the  following  areas:  the  adequacy 
of  the  revenue  sources  of  counties  and  municipalities;  sources  of  additional 
revenue  for  local  governments;  influence  of  taxation  on  location  of  industry; 
comparison  of  North  Carolina  with  neighboring  states  in  taxation  of  industry; 
composition  and  functions  of  the  State  Board  of  Assessment;  assessment  of 
property  of  public  utilities;  general  application  of  property  taxation, 
including  the  intangible  personal  property  tax;  and  privilege  licenses  levied 
by  the  State,  by  counties  and  by  municipalities. 

The  Overall  Tax  Structure 


After  a  thorough  study  of  the  state  and  local  tax  structure  of  North 
Carolina,  the  Commission  reached  the  conclusion  that  it  is  basically  sound.   It 
is  well  balanced  and  broadly  based.   It  falls  with  equal  severity  upon  the 
business  community  and  the  individual.   It  makes  use  of  a  graduated  personal 
income  tax  with  rates  among  the  highest  in  the  nation,  and  a  sales  tax  with 
few  exemptions  which  insures  that  everyone  contributes  to  the  support  of 
governmental  services.   Corporations  pay  an  income  tax  and  a  franchise  tax 
with  rates  which  insure  that  corporations  shoulder  their  part  of  the  load. 

North  Carolina  places  substantially  greater  reliance  on  the  income 
tax,  both  corporate  and  individual,  and  slightly  more  reliance  on  the  general 
sales  tax  than  do  most  other  states.   On  the  other  hand,  it  places  less 
dependence  on  the  property  tax  than  most  other  states,  deriving  only  27%  of 
state  and  local  tax  revenue  from  this  source,  as  compared  with  an  average  of 
44%  for  all  states.   Only  seven  states  obtain  a  smaller  portion  of  their 
revenue  from  the  taxation  of  property.   The  Commission  notes  the  nationwide 
trend  of  state  and  local  taxation  toward  broadly  based  consumer  taxes. 
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These  four  taxes  (the  income  tax,  sales  tax,  franchise  tax  and 
property  tax),  along  with  the  gasoline  tax,  produce  most  of  the  tax  revenue 
of  state  and  local  governments  in  North  Carolina. 

These  four  taxes  contain  relatively  few  "special  interest"  provisions, 
and  this  speaks  well  for  the  equity  of  the  tax  structure.   The  relatively  high 
dependence  on  the  income  tax  is  considered  to  add  to  the  overall  equity  of  the 
tax  structure,  because  it  is  based  on  "ability  to  pay. " 

Much  is  made  of  the  charge  that  the  sales  tax  is  "regressive,"  that 
is,  that  it  falls  most  heavily  on  those  least  able  to  pay.   Also  some  studies 
have  been  made  which  tend  to  show  that  the  property  tax  is  also  regressive, 
but  individual  taxes  should  not  be  singled  out  for  criticism,  for  it  is  the 
overall  tax  structure  which  determines  the  fairness  of  the  tax  laws.   If 
"ability  to  pay"  is  considered  as  the  best  test  of  the  fairness  or  equity  of 
a  tax  structure,  North  Carolina  rates  at  the  top  because  of  its  heavy  reliance 
on  income  taxes,  average  reliance  on  sales  taxes  and  light  reliance  on  property 
taxes. 

North  Carolina  has  relatively  low  per  capita  taxation,  ranking  43rd 
among  the  states  in  per  capita  state  and  local  tax  revenue.   This  is  not  an 
indication  of  light  taxation  but  rather  is  an  unfortunate  reflection  of  low 
per  capita  income.   If  tax  revenue  is  related  to  personal  income,  which  can 
be  used  as  a  measure  of  the  relative  effort  being  made  by  the  taxpayers  to 
provide  governmental  services.  North  Carolina  ranks  30th,  or  just  below  average. 

Although  the  Commission  believes  the  overall  tax  structure  to  be 
both  sound  and  equitable,  this  does  not  mean  that  it  is  perfect  and  no  change 
is  needed.   To  the  contrary,  the  Commission  found  need  for  modernization  of 
some  of  the  language  in  the  statutes,  for  clarification  of  statutes,  and  for 
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reorganization  of  some  of  the  statutes;  and  it  found  a  few  provisions  which  it 
considers  inequitable.   Moreover,  a  number  of  substantive  changes  are  proposed 
in  state  tax  laws  which  are  designed  to  improve  the  tax  climate  in  North 
Carolina.   The  Commission  confidentially  expects  these  changes  to  increase 
the  rate  of  industrial  development  and  bring  about  a  more  rapid  growth  of  the 
economy  as  a  whole. 

Adequacy  of  Local  Revenues 

In  investigating  the  adequacy  of  the  sources  of  revenue  of  counties 
and  municipalities,  the  Commission  came  to  realize  that  North  Carolina  is 
most  unusual  in  the  extent  to  which  state  government  aids  and  supports  the 
local  units.   The  State  has  assumed  primary  responsibility  for  many  services 
traditionally  performed  by  local  government,  including  construction  and 
maintenance  of  all  county  roads  and  many  city  streets  by  the  State  Highway 
Department,  assumption  of  much  of  the  operating  expenses  of  the  public  schools, 
payment  of  salaries  of  Superior  Court  Judges  and  Solicitors  (under  the  Court 
Reorganization  Act  the  State  will  soon  pay  salaries  of  district  judges, 
prosecutors  and  Clerks  of  the  Court) ,  contribution  of  a  substantial  portion  of 
the  costs  of  public  welfare,  to  mention  a  few.   The  State  also  shares  several 
state  taxes  with  local  units.   A  table  listing  most  of  these  aids  to  local 
governments  appears  in  Appendix  B. 

This  enumeration  of  state  assistance  to  local  government  should  not 
be  construed  as  a  criticism.  The  Commission  believes,  however,  that  these 
facts  are  not  widely  known  and  are  often  overlooked  by  those  who  are  aware  of 
them.  The  extent  of  the  assistance  when  added  up  is  surprising  even  to  those 
well  aware  of  its  existence.  It  is  the  opinion  of  the  Commission  that  greater 
efficiency  in  the  collection  of  taxes  and  in  the  expenditure  of  funds  results 
from  assumption  by  the  State  of  those  functions  and  programs  which  lend 
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themselves  to  state  administration. 

State  assistance  to  local  government  is  a  part  of  the  total  picture 
and  must  be  considered  in  any  study  of  the  adequacy  of  local  revenue  sources. 
The  Commission  believes  that  any  further  state  aid  should  be  fitted  into  the 
present  pattern.   It  should  also  be  recognized  that  the  State  of  North 
Carolina  has  been  aware  of  the  problems  of  its  political  subdivisions  for 
many  years  and  has  dealt  generously  with  them.   Be  this  as  it  may,  the 
Commission  found  that  counties  and  municipalities  need  sources  of  revenue  in 
addition  to  the  property  tax  and  has  taken  cognizance  of  this  in  making  its 
recommendations . 

Summary  of  Recommendations 

The  Commission  has  made  recommendations  for  changes  in  the  tax  laws 
of  North  Carolina.   Following  sections  of  this  report  give  these  recommendations 
along  with  explanations  of  the  recommendations  and  the  reasons  therefore  and 
the  revenue  effect  thereof.   In  brief  summary,  the  principal  recommendations 
made  by  this  Commission  are: 

that  a  tax  credit  against  the  income  tax  be  allowed 

equal  to  507o  of  property  taxes  paid  by  companies  engaged 
in  manufacturing  in  North  Carolina  on  their  inventory  of 
raw  materials  and  goods  in  the  process  of  manufacture; 

that  the  intangibles  tax  on  demand  deposits  be 

eliminated; 

that  accounts  receivable  be  taxable  under  the  intangibles 

tax  only  when  the  customer  receives  the  goods  in  North  Carolina; 

that  shares  of  stock  in  subsidiary  corporations  be 

exempted  from  taxation; 

that  the  tax  rate  on  interest  bearing  deposits  be 

increased  from  the  present  10<^  to  25^  per  $100; 
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that  the  corporation  franchise  tax  form  be  combined 

with  the  corporation  income  tax  form  so  only  one  return 
need  be  filed; 

that  changes  be  made  in  Schedule  B  to  eliminate 

numerous  sections,  to  make  other  sections  more  equitable, 
to  prohibit  counties  from  levying  business  and  occupational 
licenses,  and  to  eliminate  most  of  the  duplication  of 
licenses  by  the  state  and  municipalities; 

that  members  of  the  armed  forces  serving  in  a 

combat  zone  be  exempt  from  income  tax  on  service  pay 
up  to  $200  per  month; 

that  farmers  be  permitted  to  deduct  land  clearing 

expenses  in  determining  their  income  tax; 

that  sales  taxes  paid  by  contractors  on  materials 

used  in  the  performance  of  contracts  for  counties  and 
municipalities  not  be  refunded  to  the  counties  and 
municipalities; 

that,  as  an  alternate  source  of  revenue  to  replace 

losses  to  the  State  General  Fund  which  would  result  from 
adoption  of  other  recommendations  (if  needed  to  balance 
the  budget) ,  a  tax  be  levied  on  cigarettes  at  a  rate  of 
2^  per  package  with  equivalent  rates  on  other  tobacco 
products; 

that  there  be  authorized  a  local  option,  county-wide 

sales  tax  at  the  rate  of  1%  to  be  collected  by  the  State 
Department  of  Revenue  and  to  be  shared  by  the  county  and 
the  municipalities  therein; 

that  municipalites  be  authorized  to  levy  a  tax  on 

motor  vehicles  of  $10  per  year; 
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that  the  State  Board  of  Assessment  be  provided  a 

full-time  staff  of  its  own,  including  valuation  and 
appraisal  specialists,  and  a  budget  of  its  own; 

that  the  expenses  of  the  State  Board  of  Assessment 

be  paid  from  the  proceeds  of  the  intangible  personal 
property  tax; 

that  studies  of  ratios  of  appraised  value  to  market 

value  of  property  be  conducted  on  a  continuing  basis; 

that  the  laws  providing  for  assessment  by  the  State 

Board  of  Assessment  of  property  of  public  service  corporations 
be  rewritten; 

that  the  State  Board  of  Assessment  assess  the  property 

of  airlines,  motor  carriers,  bus  companies,  and  transportation 
pipelines  and  certify  assessed  values  to  local  governments 
for  taxation; 

that  a  tax  be  levied  on  transfers  of  real  estate  at 

50^  on  each  $500  of  the  total  sale  price  to  replace  the 
present  Federal  tax  which  is  due  to  expire  on  January  1, 
1968,  with  the  revenue  to  be  retained  by  the  counties; 

that  the  State  Constitution  be  amended  to  remove  the 

minimum  personal  exemptions  in  the  income  tax  and  to 
permit  the  General  Assembly  to  establish  the  personal 
exemptions; 

that  certain  "technical  amendments"  proposed  by  the 

Commissioner  of  Revenue  be  adopted;  and 

that  a  continuing  tax  study  commission  be  authorized. 

Tables  showing  the  estimated  effect  upon  revenue  of  these  recommen- 
dations which  would  either  reduce  or  increase  revenue  appears  in  Appendix  C. 
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INDUSTRIAL  DEVELOPMENT 

One  of  the  directives  of  the  General  Assembly  instructed  the  Com- 
mission to  recommend  changes  designed  to  make  the  tax  structure  as  attractive 
to  industry  as  is  compatible  with  maintaining  adequate  revenue  to  provide 
governmental  services. 

The  relative  importance  of  taxation  in  the  decisions  made  by  industry 
in  locating  and  expanding  manufacturing  plants  has  been  debated  over  the  years. 
Many  studies  have  been  made  comparing  the  impact  of  taxation  on  industry  in 
various  states,  measuring  and  analyzing  the  differences  discovered,  and  studying 
the  influence  of  these  differences  upon  locational  decisions.   The  findings  and 
conclusions  of  these  studies  have  not  always  agreed.   The  Commission  was  faced 
with  the  necessity  of  resolving  to  its  own  satisfaction  the  answers  to  the 
questions  as  to  how  North  Carolina  compares  with  the  other  states  in  its  tax- 
ation of  industry  and  what  effect  any  differences  discovered  might  have  on 
its  ability  to  attract  industry  to  the  State.   The  Commission  gave  much  thought 
and  discussion  to  these  questions,  received  testimony  from  the  Director  of  the 
Department  of  Conservation  and  Development,  received  letters  expressing  the 
views  of  people  engaged  in  industrialization  efforts  throughout  the  State, 
considered  the  findings  and  conclusions  of  studies  in  this  area,  and  drew  upon 
the  considerable  experience  of  its  members  in  the  field  of  industrial  develop- 
ment.  Several  members  have  been  involved  in  locational  decisions  and  gave  the 
Commission  the  benefit  of  studies  comparing  the  impact  of  business  taxation  in 
North  Carolina  with  that  of  other  states. 

The  Commission  recognizes  that  many  factors  influence  the  locational 
decisions  of  business.   It  also  recognizes  that  an  identifiable  difference  in 
levels  of  taxation  may  not  be  a  primary  consideration  in  the  decisions.   The 
supply  of  labor  with  necessary  skills,  prevailing  wage  rates,  the  availibility 
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of  adequate  transportation,  proximity  of  markets,  sources  of  raw  materials, 
adequate  supply  of  pure  water,  and  cost  of  electric  power  may  all  be  more 
important  than  taxation.   The  Commission  is  convinced,  however,  that  in  many 
instances  sites  may  be  found  in  two  or  more  states  which  are  more  or  less 
equally  desirable  with  respect  to  the  aggregate  of  items  other  than  taxation. 
In  such  cases,  differences  in  taxation  can  be,  and  frequently  are,  the  deter- 
mining factor  in  the  final  decision  as  to  where  to  locate  a  plant.   The  Com- 
mission also  found  that  businessmen  faced  with  making  locational  decisions 
frequently  approach  taxation  emotionally  rather  than  rationally  and  they  often 
refuse  to  consider  states  with  a  reputation  for  high  taxes  without  looking  at 
the  entire  picture.   The  Commission,  therefore,  concluded  that  differences  in 
taxation  are  indeed  a  factor  in  locational  decisions. 

Manufacturers '  Inventories 

In  comparing  the  tax  structure  of  North  Carolina  with  that  of 
neighboring  states,  the  Commission  found  that  in  certain  instances  North 
Carolina  does  not  compare  favorably.   This  is  especially  true  of  manufacturing 
companies  which  maintain  large  inventories.   The  Commission  found  that  the  tax 
posture  of  North  Carolina  is  not  untenable  with  respect  to  the  corporation 
income  tax;  that  the  unfavorable  differential  between  North  Carolina  and  most 
states  in  a  comparison  of  franchise  taxes  is  largely  offset  by  a  more  favor- 
able position  with  respect  to  property  taxes  on  real  estate  and  machinery;  but 
that  taxation  of  manufacturers'  inventories  in  North  Carolina  results  in  a 
higher  tax  bill  than  manufacturers  would  encounter  in  most  other  southeastern 
states.   The  situation  is  particularly  acute  as  between  North  Carolina  on  the 
one  hand,  and  South  Carolina,  Alabama,  and  Virginia  on  the  other.   Manufacturers 
inventories  are  completely  exempt  in  the  first  two  states  and  they  are  taxed  at 
the  state  level  at  a  relatively  low  rate  in  Virginia. 
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As  was  noted  earlier  in  this  report,  the  Commission  is  of  the 
opinion  that  the  present  tax  structure  of  North  Carolina  is  not  inequitable 
as  it  applies  to  the  business  community.   The  Commission  believes,  however, 
that  the  new  jobs,  increased  payrolls,  upgrading  of  jobs,  higher  per  capita 
income,  higher  standards  of  living  as  well  as  an  increased  tax  base  which 
would  result  from  new  industries,  make  it  both  justifiable  and  desirable  to 
meet  the  competition  of  neighboring  states  in  order  to  secure  new  and  expanded 
industry. 

The  Commission  concludes,  therefore,  that  manufacturers  should  be 
relieved  of  some  of-  the  burden  of  property  taxes  levied  on  inventories  of  raw 
materials  and  goods  in  process  of  manufacture. 

Partial  exemption  of  manufacturers'  inventories  with  local  govern- 
ments absorbing  the  revenue  loss  was  considered,  but  this  approach  was  rejected 
by  the  Commission.   The  Association  of  County  Commissioners  and  the  League  of 
Municipalities  have  for  years  opposed  any  exemption  of  property  from  taxation 
because  of  the  problems  posed  by  further  erosion  of  the  tax  base.   The  two 
associations  argue  that  exemption  shifts  the  tax  burden  to  other  property  and 
that  tax  rates  have  already  reached  the  practical  limit.   Further,  the  Com- 
mission found  that  many  local  governments  are  in  need  of  additional  revenue 
and  any  new  exemptions  without  replacement  of  the  lost  revenue  would  intensify 
their  problems.   Moreover,  any  exemption  of  manufacturers'  inventories  would 
fall  most  heavily  on  those  counties  having  the  most  industry  at  present, 
particularly  those  with  much  stored  tobacco.   New  industry  attracted  by  the 
tax  relief  proposed  above  would  not  necessarily  locate  in  the  counties  now 
receiving  the  most  revenue  from  taxation  of  manufacturers ' inventories .   Thus, 
the  revenue  benefits  from  new  industry  would  not  replace  revenue  losses  in 
some  counties  and  would  greatly  exceed  losses  in  other  counties.   The 
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Commission  concluded,  therefore,  that  local  governments  should  not  be  required 
to  absorb  the  loss  of  any  tax  relief  given  on  manufacturers'  inventories. 

The  Commission  considered  partial  exemption  of  manufacturers' 
inventories  with  replacement  by  the  State  of  the  revenue  losses  of  local 
governments,  but  the  Commission  rejected  this  approach  as  it  would  be  extremely 
difficult,  if  not  impossible,  to  exactly  replace  losses  suffered  by  each  taxing 
jurisdiction.   The  Commission  concluded,  therefore,  that  the  State's  General 
Fund  should  sustain  the  cost  of  tax  relief  for  manufacturers'  inventories  and 
that  the  best  approach  was  through  a  tax  credit  against  some  state  tax  now 
being  paid  by  manufacturers.   On  the  basis  of  these  conclusions  IT  IS  RECOM- 
MENDED that  a  credit  against  the  income  tax  be  granted  equal  to  50%  of  property 
taxes  paid  by  manufacturers   on  their  inventories  of  raw  materials  and  goods 
in  process  of  manufacture.   This  method  would  leave  undisturbed  the  fiscal 
and  budgetary  affairs  of  the  local  governments.   It  is  estimated  that  this 
change,  if  adopted,  would  result  in  a  revenue  loss  to  the  General  Fund  of 
$7,500,000  per  year. 

Intangible  Personal  Property  Tax 

Many  people  urged  repeal  of  the  intangible  personal  property  tax  as 
being  a  deterrent  to  industrial  development,  an  obstacle  in  getting  retired 
persons  to  reside  in  the  State  and  a  depressing  influence  on  business  and 
commerce.   It  was  argued  by  some  that  the  intangibles  tax  on  shares  of  stock 
make  the  State  undesirable  to  business  executives  who  make  the  decisions  as 
to  plant  locations  and  who,  in  reaching  these  decisions,  consider  the  taxes 
that  their  corporate  executives  would  pay  as  well  as  taxes  which  their 
company  would  incur  in  each  location  being  considered.   On  the  other  hand  the 
League  of  Municipalities  and  the  Association  of  County  Commissioners  strongly 
urged  that  this  tax  not  be  repealed  or  reduced,  as  it  is  an  important  source 
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of  revenue  to  local  governments.   The  Commission  concluded  that  local  govern- 
ments could  ill  afford  to  lose  the  revenue  now  received  from  the  intangible 
personal  property  tax.   It  also  concluded  that  equity  demands  that  if  other 
types  of  property  are  to  be  taxed,  intangible  property  should  also  be  subject 
to  taxation.   It  decided,  however,  that  there  are  certain  adjustments  which 
should  be  made  to  the  intangible  personal  property  tax  which  would  cause  only 
a  small  loss  of  revenue  but  which  would  greatly  benefit  the  economy  of  the 
State. 

One  factor  which  is  often  important  in  the  location  of  industry,  but 
which  is  not  directly  related  to  taxation,  is  the  availibility  of  funds  for 
construction  of  plants.   Businesses  frequently  prefer  to  borrow  locally  (this 
is  especially  true  with  respect  to  small  companies) ,  but  funds  are  not  always 
available  from  local  lending  agencies.   It  was  brought  to  the  attention  of  the 
Commission  that  very  substantial  amounts  of  funds,  which  would  otherwise 
support  many  millions  of  dollars  of  loans  to  business,  are  not  deposited,  or 
retained  on  deposit,  in  banks  in  the  State  because  of  the  intangibles  tax 
on  bank  deposits.   It  is  true  that  the  tax  is  low  (only  10^  per  $100),  but 
business  can  escape  taxation  completely  by  transferring  funds  to  out-of-state 
banks.   The  Commission  is  aware  that  corporations  doing  business  in  North 
Carolina  and  paying  the  franchise  tax  are,  in  effect,  exempt  from  the  tax 
on  bank  deposits  through  the  tax  credit  allowed  against  the  franchise  tax. 
The  loss  of  funds,  however,  is  from  transfer  of  deposits  by  persons  or 
corporations  not  benefiting  from  the  tax  credit.   The  Commission  believes 
that  there  is  no  similar  flight  of  interest  bearing  deposits  for  the  purpose 
of  escaping  taxation.   The  amount  of  tax  is  small  as  compared  with  interest 
earned  on  the  deposits  and  differences  in  earnings  are  much  more  significant. 
IT  IS  RECOMMENDED  that  demand  deposits  be  exempted  from  taxation.   It  is 
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estimated  that  adoption  of  this  recommendation  would  result  in  an  annual  loss 
of  revenue  to  local  governments  of  $780,000. 

The  Commission  learned  that  some  features  of  the  intangible  personal 
property  tax  discourage  interstate  corporations  from  locating  home  offices  and 
accounting  offices  in  North  Carolina  and  discourage  the  location  of  regional 
distribution  facilities  in  the  State.   Under  present  law,  accounts  receivable 
having  a  taxable  situs  in  North  Carolina  are  taxable  at  the  rate  of  25^  per 
$100  of  assessed  value.   As  the  law  is  presently  interpreted,  accounts  receiv- 
able are  taxable  in  North  Carolina  if  the  sale  is  consummated  in  North  Carolina, 
if  the  books  of  account  are  kept  in  North  Carolina  and  invoicing  and  billing 
originates  in  North  Carolina,  or  if  the  goods  are  shipped  from  stocks  in  North 
Carolina.   It  is  the  feeling  of  the  Commission  that  the  present  law  discourages 
location  of  home  offices  in  North  Carolina  because  substantial  amounts  of  tax 
liability  may  be  incurred  on  accounts  arising  from  sales  to  customers  in  other 
states,  which,  except  for  the  location  of  the  home  office,  would  have  no  tax- 
able situs  in  North  Carolina.   IT  IS  RECOMMENDED  that  the  term  "business, 
commercial  or  taxable  situs  in  North  Carolina"  as  used  in  the  section  taxing 
accounts  receivable  be  so  defined  that  accounts  receivable  will  not  be  subject 
to  taxation  unless  the  delivery  to  the  customer  of  the  goods,  the  sale  of 
which  gave  rise  to  the  account  receivable,  is  in  North  Carolina.   It  is 
intended  that  the  final  delivery  concept  conform  to  the  destination  sales 
concept  contained  in  the  provisions  of  the  income  tax  law  governing  apportion- 
ment of  income.   It  is  estimated  that  the  intangible  tax  revenue  distributed 
to  local  governments  would  be  reduced  by  approximately  $100,000  per  year  if 
this  were  enacted. 

Another  feature  of  the  intangibles  tax  law  which  discourages  the 
location  of  home  offices  in  North  Carolina  is  contained  in  the  section  taxing 
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shares  of  stock.   Shares  of  stock  owned  by  a  resident  individual  or  a  corpora- 
tion domiciled  in  North  Carolina  are  taxable  at  25^  per  $100.   Under  this 
provision,  the  shares  of  stock  in  a  subsidiary  corporation  are  taxable  to  the 
parent,  if  the  parent  is  domiciled  in  North  Carolina,  regardless  of  where  the 
subsidiary  is  located.   As  corporations  having  their  home  offices  in  North 
Carolina  are  usually  considered  to  be  domiciled  in  North  Carolina,  corpora- 
tions using  subsidiaries  outside  this  State  to  conduct  any  considerable 
portion  of  their  business  are  discouraged  from  having  their  home  office  in 
this  State.   The  unfairness  of  this  imposition  of  the  tax  is  demonstrated  by 
the  fact  that  a  corporation  which  chooses  to  operate  its  business  through  the 
use  of  subsidiary  corporations  is  taxed  on  the  value  of  the  stock  of  the 
subsidiary  while  a  corporation  which  handles  the  same  business  through 
divisions  would  incur  no  tax  liability.   However,  considerations  other  than 
the  intangibles  tax  determine  whether  or  not  a  given  corporation  operates 
through  subsidiaries.   (In  the  case  of  foreign  subsidiaries,  the  laws  of  the 
country  in  which  it  is  located  often  require  it  to  be  incorporated  in  that 
country.)   IT  IS  RECOMMENDED,  therefore,  that  shares  of  stock  in  subsidiary 
corporations  be  exempted  from  the  intangible  personal  property  tax  and  that 
"subsidiary"  be  defined  as  a  corporation  in  which  the  parent  owns  50  percent, 
or  more,  of  the  outstanding  voting  stock.   It  is  estimated  that  the  loss  to 
local  governments  from  adoption  of  this  recommendation  would  be  $250,000  per 
year.  "^ 

If  all  of  the  above  recommendations  with  respect  to  the  intangible 
personal  property  tax  should  be  adopted,  the  total  revenue  loss  to  local 
governments  would  amount  to  $1,130,000.   In  order  to  offset  this  loss  to  local 
governments,  IT  IS  RECOMMENDED  that  the  tax  rate  applicable  to  interest 
bearing  deposits  be  increased  from  the  present  10^  to  25^  per  $100.   It  is 
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estimated  that  adoption  of  this  recommendation  would  result  in  additional 
revenue  to  local  governments  of  $1,240,000  per  year.   It  is  the  feeling  of 
the  Commission  that  time  deposits,  like  shares  of  stock  and  accounts  and  notes 
receivable,  are  income  producing  and  should  be  taxed  at  the  same  rate  as 
these  other  intangibles.   If  all  of  the  Commission's  recommendations  for 
amendment  to  the  intangibles  tax  law  were  adopted,  the  net  effect  would  be  an 
increase  of  $110,000  per  year  in  the  amount  distributed  to  local  governments. 
There  would  be  no  effect  on  State  revenue. 

Regional  Economic  Development  Organizations 

The  Commission  believes  that  counties  should  be  encouraged  to  band 
themselves  together  in  regional  economic  development  groups.   Many  of  the 
recommendations  of  this  Commission,  we  believe,  will  increase  the  rate  of 
economic  development.   It  is  also  believed  that  this  rate  can  be  further 
increased  through  the  efforts  of  full-time  regional  development  offices, 
supported  by  cooperating  local  governments.   Counties  are  urged  to  use  machine- 
ry for  this  kind  of  cooperative  activity  already  on  the  Statute  books  (in 
Chapter  158)  and  if  additional  legislation  is  needed  to  further  such  coopera- 
tion, it  is  recommended  that  it  be  adopted. 


CO' 
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CONSOLIDATED  RETURN  FOR  FILING  CORPORATE  INCOME  AND  FRANCHISE  TAXES 

Under  present  law,  a  corporation  is  required  to  file  an  income  tax 
return  on  or  before  the  15th  day  of  the  third  month  following  the  close  of 
its  income  year.   A  franchise  tax  return  is  required  to  be  filed  on  or  before 
July  31  of  each  year.   The  statute  also  provides  that  the  basis  used  in 
determining  the  franchise  tax  liability,  with  the  exception  of  the  assessed 
valuation  base,  shall  be  taken  from  the  books  and  records  of  the  corporation 
at  the  close  of  the  income  tax  year  next  preceding  the  due  date  of  the 
franchise  tax  return. 

With  the  exception  of  the  information  necessary  to  determine  the 
assessed  valuation  base,  all  of  the  information  required  for  the  preparation 
of  the  franchise  tax  return  and  the  determination  of  the  franchise  tax  liability 
is  available  on  the  income  tax  return.   By  changing  the  franchise  year  and  due 
date  of  the  franchise  return,  corporations  could  file  a  consolidated  return, 
thereby  eliminating  the  duplication  of  information  and  necessity  of  filing  two 
returns.   This  would  mean  less  trouble  and  expense  to  the  taxpayer,  and  it  would 
lessen  the  tendency  of  corporations  to  overlook  the  franchise  filing  date. 
Further,  it  would  reduce  the  number  of  delinquent  returns,  costly  penalties, 
interest  payments,  and  burdensome  correspondence.   It  would  also  facilitate 
the  filing  and  processing  of  returns  within  the  North  Carolina  Department  of 
Revenue.   Some  returns  would,  of  course,  be  due  shortly  after  the  listing  of 
property  for  ad  valorem  tax  purposes.   As  a  consequence,  the  assessed  valuation 
of  such  property  for  the  current  year  would  not  be  available  as  of  the  due  date 
of  the  consolidated  income  and  franchise  return.   It  would  be  advisable, 
therefore,  to  use  the  assessed  valuation  of  property  for  the  year  preceding 
the  due  date  of  the  return. 
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The  Commission  considered  several  methods  for  effecting  the 
changeover  from  the  separate  filing  requirement  to  the  proposed  consolidated 
return  arrangement  and  has  found  the  following  method  to  be  the  most  practi- 
cable and  desirable:   (1)  require  the  filing  and  payment  of  franchise  tax  to 
be  the  same  as  now  provided  through  July  31,  1967;  (2)  require  consolidated 
returns  to  be  filed  for  all  taxpayers  whose  income  years  end  on  or  after 
April  30,  1968;  and  (3)  permit  corporations  filing  consolidated  returns  for 
years  ending  April  30  and  May  31,  1968,  to  reduce  their  franchise  tax  liability 
as  computed  on  an  annual  basis  by  2/12  and  1/12,  respectively.   This  reduction 
would  equalize  their  tax  burden  with  the  other  taxpayers  whose  last  franchise 
tax  years  under  the  old  law  would  not  overlap  their  tax  years  under  the 
proposed  law. 

IT  IS  RECOMMENDED  that  the  filing  date  for  corporations  required  to 


file  franchise  tax  returns  under  the  provisions  of  G.  S.  105-122  be  changed 
to  coincide  with  the  date  prescribed  by  the  statute  for  the  filing  of  corpora- 
tion income  tax  returns;  that  the  franchise  tax  year  conform  to  the  corpora- 
tions' income  year;  that  the  assessed  valuation  base  be  determined  from  the 
assessed  valuation  of  property  for  the  year  preceding  the  due  date  of  the 
franchise  tax  return  and  that  the  income  and  franchise  tax  returns  be  combined 
and  filed  as  a  consolidated  return. 
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LICENSE  TAXES 

All  power  to  levy  licenses  is  given  to  the  General  Assembly  by  the 
Constitution  of  North  Carolina.   Under  this  power,  the  General  Assembly  has 
levied  various  licenses  to  raise  revenue  for  the  support  of  state  services, 
has  given  municipalities  general  authority  to  levy  licenses  except  where 
specifically  limited  or  prohibited,  and  has  given  counties  limited  authority 
to  levy  licenses  on  specific  businesses  and  occupations.   Article  2  of  the 
Revenue  Laws  (Schedule  B)  levies  a  variety  of  State  licenses  for  the 
privilege  of  engaging  in  numerous  businesses  and  occupations.   Article  2 
also  provides  authority  to  counties  to  levy  licenses  on  many  of  the  same 
businesses  and  it  either  prohibits  or  limits  the  licenses  which  munici- 
palities may  levy  on  those  businesses  taxed  by  the  State  under  this  article. 

Table  1,  appearing  at  the  end  of  this  section  of  the  report,  shows 
the  revenue  collected  by  each  level  of  government  from  businesses  licensed 
under  Schedule  B  plus  the  revenue  collected  by  municipalities  under  their 
general  licensing  authority.   It  can  be  seen  that  privilege  licenses  are  an 
important  source  of  revenue  to  the  State  and  to  municipalities,  but  not  to 
county  governments. 

For  a  variety  of  reasons  much  dissatisfaction  with  Schedule  B  has 
been  expressed  over  the  years.   Not  only  are  licenses  levied  on  many  businesses 
by  all  three  levels  of  government  in  North  Carolina,  but  the  multiplicity  of 
subjects  of  taxation  results  in  businesses  being  required  to  obtain  many 
licenses  from  the  same  level  of  government.   For  example,  a  gasoline  service 
station  operator  may  be  required  to  obtain  a  "service  station   license,  a 
"soft  drink"  license,  a  "prepared  sandwich"  license,  a   tobacco  retailers 
license,  and  possibly  others.   There  have  been  complaints  of  businessmen 
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being  able  to  "paper  their  walls   with  licenses. 

The  licenses  levied  under  Schedule  B  show  no  pattern  or  logic.   The 
schedule  has  grown  over  a  period  of  more  than  a  century  and  a  half  with  no 
apparent  plan,  each  license  being  a  tax  within  itself.   Licenses  were  placed 
in  the  statute  for  a  variety  of  reasons  other  than  the  basic  one  of  providing 
revenue.   Licenses  were  enacted  as  a  means  of  policing,  regulating,  eliminating 
or  reducing  competition,  providing  an  umbrella  against  municipal  taxation,  and 
a  few  were  apparently  intended  to  be  prohibitive  as  a  means  of  preventing  or 
discouraging  "undesirable"  businesses  or  occupations  from  being  carried  on  in 
the  State. 

The  bases  vary  from  flat  rate  taxes,  to  taxes  measured  by  gross 
receipts,  to  taxes  measured  by  the  population  of  the  town  or  city  in  which 
the  business  is  located,  the  seating  capacity  of  the  business,  or  the  type 
of  equipment  used.   Licenses  are  levied  on  types  of  businesses  as  well  as 
on  the  privilege  of  selling  specific  commodities  such  as  soft  drinks,  business 
machines,  tobacco  products,  and  television  sets.   Licenses  may  be  state-wide 
or  may  be  levied  on  each  location  in  which  a  particular  business  is  conducted. 

The  cost  of  collecting  and  enforcing  these  licenses  is  much  greater 
(as  compared  with  revenue  produced)  than  the  cost  of  any  other  tax  collected 
by  the  Department  of  Revenue.   During  the  fiscal  year  ended  June  30,  1964,  the 
cost  of  collecting  Schedule  B  privilege  licenses  for  the  State  General  Fund 
was  $7.35  per  $100  collected.   The  average  cost  of  collecting  all  taxes 
administered  by  the  Department  of  Revenue  was  97  cents  per  $100  collected. 
The  individual  income  tax,  which  is  the  next  most  expensive  tax  to  administer, 
costs  only  $1.77  per  $100  collected  during  the  same  year.   The  fact  that  three 
levels  of  government,  state,  county  and  municipal,  levy  licenses  on  the  same 
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business  establishments,  or  persons,  compounds  the  inefficiency  of  collecting 
the  licenses  levied  under  this  section.   Each  government  must  go  through  the 
same  administrative  and  enforcement  procedures  to  collect  license  tax 
revenue  from  each  business.   This  duplication  and  triplication  of  effort 
(and  cost)  is  further  multiplied  when  each  level  of  government  requires  two 
or  more  licenses  of  a  single  business,  and  it  is  reduced  to  absurdity  when 
the  amount  of  the  tax  is  small. 

Municipal  officials  have  complained  that  the  limitations  imposed 
by  Schedule  B  on  the  taxation  of  certain  businesses  by  municipalities  also 
impose  a  practical,  or  de  facto,  limit  on  the  licenses  which  they  can  levy 
under  their  general  licensing  authority  on  those  businesses  to  which  the 
limitations  do  not  apply.  Another  complaint  frequently  mentioned  is  that 
licenses  do  not  apply  equally  to  competing  businesses.  To  the  extent  that 
this  is  true,  it  certainly  places  the  businesses  so  taxed  at  a  competitive 
disadvantage. 

Much  study  has  been  given  to  the  problems  posed  by  Schedule  B  in 
an  effort  to  bring  some  order  out  of  the  present  chaos.   Two  major  studies 
have  been  made  since  World  War  II.   The  General  Assembly  of  1947  directed 
the  Department  of  Tax  Research  to  study  this  schedule  and  a  Tax  Study  Com- 
mission made  an  intensive  study  during  1955  and  1956.   The  first  study  proposed 
that  subjects  of  taxation  be  separated  into  two  groups,  with  the  State  retaining 
exclusive  rights  to  tax  one  group  and  with  counties  and  municipalities  having 
exclusive  rights  to  tax  the  other  group.   It  was  proposed  that  municipalities 
be  permitted  to  tax  all  of  the  businesses  in  the  second  group  actually  located 
within  the  corporate  limits  of  the  city  or  town,  and  that  counties  be  permitted 
to  tax  those  businesses  located  outside  any  incorporated  city  or  town.   The 
bases  and  rates  were  described  for  each  business  or  occupation  to  be  taxed. 
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This  approach,  however,  failed  to  satisfy  the  North  Carolina  League  of 

Municipalities  which  had  requested  the  legislative  directive  for  the  study. 

The  League  took  the  position  that  cities  and  towns  should  be  given  complete 
freedom  in  levying  licenses.   No  legislation  resulted. 

The  second  study,  conducted  by  the  1955-56  Tax  Study  Commission, 
resulted  in  recommendations  for  the  levy  of  low  rate  gross  receipts  taxes  by 
the  State,  by  counties,  and  by  municipalities.   It  was  proposed  that  the  rates 
which  could  be  levied  by  counties  and  municipalities  be  limited  by  statute 
with  the  limitations  varying  according  to  the  profitability  of  the  class  of 
business  being  taxed.   This  proposal  brought  a  storm  of  protest  from 
businessmen  who  apparently  felt  the  specific  authority  to  tax  would  result 
in  licenses  being  levied  where  none  had  been  levied  in  the  past  under  the 
general  licensing  power  of  municipalities.   Many  also  objected  to  local 
officials  having  authority  to  examine  their  records.   The  proposal  was  quickly 
buried  by  the  General  Assembly  of  1957. 

After  considering  this  background,  the  present  Commission  decided 
that  only  three  approaches  to  Schedule  B  were  feasible:   (1)  to  recommend  the 
repeal  of  Schedule  B  leaving  this  entire  field  of  taxation  to  municipalities; 
(2)  to  make  no  recommendations  leaving  the  law  as  it  is;  and  (3)  to  recommend 
changes  within  the  present  structure  of  the  law.   The  first  approach  was 
rejected  because  the  Commission  concluded  that  the  State  could  not  afford  the 
loss  of  revenue  derived  from  this  source  (over  $8  million  in  1965-66).   The 
second  approach  was  rejected  because  the  Commission  concluded  that  something 
must  be  done  to  reduce  the  multiplicity  of  licenses  required  of  a  single 
business,  and,  to  the  extent  possible,  to  reduce  the  excessive  cost  of 
administration.   The  only  alternative  remaining  was  the  revision  of  Schedule  B 
within  the  existing  structure. 
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■  ■'  ■"   After  carefully  studying  the  various  sections  of  the  privilege 
license  article,  the  Commission  concluded  that  the  State  should  retain  the 
exclusive  right  to  tax  businesses  and  occupations  which  are  generally  state- 
wide in  nature;  should  tax  certain  other  businesses  while  permitting  munici- 
palities to  retain  their  present  tax  on  these  businesses;  should  relinquish 
to  municipalities  the  right  to  tax  businesses  which  are  basically  local; 
should  prohibit  county  governments  from  levying  license  taxes  except  for  the 
privilege  of  selling  beer  and  wine  licenses  and  marriage  licenses;  and 
should  permit  municipalities  to  levy  only  one  license  on  each  business  taxed 
by  prohibiting  the  levy  of  license  taxes  on  the  sale  of  specific  commodities. 

State  licenses 

The  Commission  proposes  that  44  sections  be  deleted  from  the  privilege 
license  article.   If  these  were  repealed,  municipalities  would  be  permitted  to 
tax  most  of  the  businesses  and  occupations  now  taxed  under  these  44  sections 
under  their  general  licensing  authority.   Sections  which  would  be  deleted 
under  these  recommendations  include  those  taxing  hotels,  motels,  restaurants, 
cafes,  cafeterias,  pool  halls,  among  others,  and  those  taxing  the  privilege  of 
selling  specific  commodities,  such  as,  tobacco  products,  prepared  sandwiches 
and  soft  drinks. 

All  businesses  classified  as  "amusements"  for  which  an  admission 
charge  is  required,  but  excluding  businesses  providing  participating  sports, 
such  as  minature  golf,  bowling,  swimming,  etc.,  would  bo  taxed  by  the  State 
on  gross  admission  charges  at  the  rate  of  3%.   Most  of  the  businesses  that 
would  be  taxed  by  the  State  under  this  proposal  are  now  paying  the  3%  gross 
receipts  tax.   It  is  proposed,  however,  that  motion  picture  theaters,  out-door 
drive-in  motion  picture  theaters,  amusement  parks,  and  traveling  theatrical 
companies,  be  taxed  in  the  same  manner  as  other  amusements  are  presently  taxed. 
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Minor  changes  are  proposed  in  the  section  levying  a  tax  on  professions 
at  the  rate  of  $25.00  per  year.   The  changes  suggested  are  the  inclusion  of 
bondsmen,  private  detectives  and  real  estate  auctioneers  in  this  section. 
These  occupations  are  now  taxed  under  other  sections  of  Schedule  B,  and  they 
can  and  should  be  added  to  the  main  sections  levying  a  tax  on  professions. 
Present  licenses  on  bondsmen  vary  from  $10.00  to  $40.00  according  to  the  popula- 
tion of  the  city  in  which  this  occupation  is  carried  on;  private  detectives  are 
now  taxed  at  $25.00;  and  real  estate  auctioneers  are  taxed  on  the  business 
rather  than  on  the  person  or  occupation.   It  is  proposed  that  each  of  these 
occupations  be  taxed  at  $25.00  per  year  per  person  engaged  therein. 

Section  105-54  of  Schedule  B  levies  taxes  on  contractors  and  construc- 
tion companies.   Subsection  (a)  levies  a  tax  of  $100  on  contractors  on  each  bid 
made  in  excess  of  $10,000.   Subsection  (b)  levies  an  additional  tax  on  contrac- 
tors on  each  contract  performed  or  executed  for  a  contract  cost  in  excess  of 
$5,000,  varying  according  to  the  size  of  the  contract  from  $25.00  to  $625.00. 
Under  this  section,  municipalities  are  permitted  to  levy  an  annual  tax  of  no 
more  than  $10.00  on  each  contractor  taxed  by  the  State  under  this  section. 
Other  sections  of  Schedule  B  levy  privilege  licenses  on  the  business  of  install- 
ing elevators  and  automatic  sprinkler  systems,  repairing  and  servicing  elevators 
and  automatic  sprinkler  systems  and  on  the  business  of  plumbers,  heating  con- 
tractors and  electricians.   It  is  proposed  that  the  license  levied  on  con- 
tractors under  Section  105-54  be  retained,  that  the  other  sections  be  deleted 
from  the  statutes,  and  that  when  persons  engaged  in  these  businesses  makes 
bids  or  execute  contracts  of  sufficient  size  to  bring  them  within  the  provisions 
of  Section  105-54,  they  be  taxed  thereunder.   It  is  also  proposed  that  the 
present  maximum  tax  of  $10.00  which  municipalities  may  levy  on  contractors 
taxed  under  Section  105-54  be  retained.   Persons  or  firms  engaged  in  contracting 
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but  not  making  bids  or  executing  contracts  of  sufficient  size  to  be  required 
to  obtain  a  license  under  Section  105-54  would  be  subject  to  taxation  by 
municipalities  under  their  general  licensing  authority  if  these  proposals 
were  adopted .  .    - 

It  is  proposed  that  operators  of  five  or  more  coin-operated  vending 
machines  pay  a  flat  rate  fee  and  a  gross  receipts  tax  of  1/10  of  1%  of  gross 
receipts  from  the  operation  of  these  machines,  with  the  flat  rate  tax  being 
allowed  as  an  offset  against  the  gross  receipts  tax.   In  the  case  of  soft 
drinks,  it  is  proposed  that  this  tax  apply  only  to  operators  of  vending 
machines  through  which  open-cup  drinks  are  sold,  and  that  the  present  method 
of  taxing  operators  of  vending  machines  through  which  bottled  or  canned  soft 
drinks  are  sold  remain  unchanged.  , 

There  are  several  reasons  for  proposing  this  method  of  taxing  vending 
machine  operators.   Under  present  law,  operators  of  vending  machines  are 
required  to  obtain  a  state-wide  "operator's"  license  for  a  flat  fee  regardless 
of  how  many  machines  in  excess  of  4  are  operated.   The  operator  of  vending 
machines  through  which  cigarettes  are  sold  must  also  obtain  a  tobacco  retailers 
license  for  each  location  at  which  he  places  a  cigarette  machine.   If  soft 
drinks  are  sold,  a  soft  drink  retailers  license  must  be  obtained  for  each 
location.   If  sandwiches  are  sold  through  vending  machines,  the  operator  must 
obtain  a  "prepared  sandwich"  license  for  each  location. 

Operators  of  vending  machines  find  this  present  system  very  irksome 
due  to  the  need  for  keeping  up  with  so  many  licenses  and  the  need  for  obtaining 
new  ones  each  time  a  machine  is  placed  in  a  new  "location."  Moreover,  the 
present  system  is  inequitable  as  between  operators  with  differing  numbers  of 
machines.   An  operator  of  5  cigarette  machines  pays  the  same  $200  annual 
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"operator's"  license  as  the  operator  of  200  machines  -  he  pays  $40  per  machine 
while  the  larger  operator  pays  only  $1  per  machine.   Finally,  enforcement  of 
the  present  law  is  costly  due  to  the  small  amount  of  tax  obtained  from  the 
"location"  licenses  and  the  large  amount  of  field  work  required  of  collectors 
to  check  on  licenses. 

The  proposed  tax  rate  of  1/10  of  1%  of  gross  receipts  should  produce 
approximately  the  same  amount  of  revenue  as  is  now  being  collected  from 
operators  of  vending  machines  (other  than  bottled  drinks)  for  both  "operator's 
licenses  and  the  various  retailers  licenses  discussed  above.   There  would, 
however,  be  some  shifting  of  taxation  from  small  operators  to  large  operators, 
and  the  tax  on  a  machine  in  a  poor  location  would  not  be  as  heavy  as  on  a 
machine  in  an  average  location.   The  net  effect  upon  State  revenue  would  be 
negligible . 

It  is  proposed  that  the  present  schedule  of  taxes  levied  upon  soft 
drink  bottlers  under  Section  105-69  be  deleted  and  be  replaced  by  a  flat  rate 
tax  of  $100.00  on  each  such  business  and  gross  receipts  tax  (on  wholesale 
sales)  at  the  rate  of  1/4  of  1%,  with  the  $100,00  license  to  be  allowed  as 
an  offset  against  the  gross  receipts  tax.   It  is  also  proposed  that  distribu- 
tors and  wholesalers  of  soft  drinks  be  taxed  in  a  like  manner,  with  the  tax 
to  apply  only  to  gross  receipts  from  sales  of  soft  drinks  manufactured  or 
bottled  outside  North  Carolina. 

Under  present  law  the  licenses  which  soft  drink  bottlers  must  obtain 
are  measured  roughly  by  the  capacity  of  the  equipment  used.   Different  sched- 
ules of  rates  appear  in  the  law  for  "high  pressure"  and  "low  pressure"  equip- 
ment and  the  tax  varies  within  each  schedule  according  to  the  number  of 
spouts   at  which  bottles  can  be  filled.   The  tax  rates  are  high  enough  to 
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encourage  consolidation  of  bottling  activities  resulting  in  a  reduction  in 
the  number  of  bottling  plants.   The  rate  schedules  are  such  that  the  tax 
falls  more  heavily  on  the  small  and  medium  sized  plants  than  on  large  plants. 
The  Commission  believes  this  to  be  inequitable  and  that  it  should  be  remedied. 
Moreover,  the  present  tax,  rigidly  based  on  equipment,  does  not  lend  itself 
to  technological  changes  in  the  bottling  industry. 

The  Commission  proposes  a  rate  of  1/4  of  1%   as  it  believes  this  will 
replace  the  revenue  collected  under  the  present  law  from  soft  drink  bottlers. 
Although  there  would  be  no  net  increase  in  taxes  paid  by  the  bottling  industry, 
there  would  be  some  shifting  of  taxes  from  small  capacity  to  large  capacity 
plants . 

The  present  law  imposes  licenses  upon  three  types  of  businesses 
which  could  be  grouped  in  a  category  entitled  "finance."  These  businesses  are 
installment  paper  dealers,  loan  agencies,  and  pawnbrokers.   The  present  law 
requires  installment  paper  dealers  to  obtain  an  annual  license  of  $100  on 
each  location  in  which  they  operate  and  to  pay  a  tax  on  the  face  value  of  all 
installment  paper  purchased  by  them  at  a  rate  of  275/1000  of  1%.   Loan  agencies 
are  taxed  by  the  State  at  $750  for  each  location  in  which  the  business  is 
transacted  and  counties  and  municipalities  are  permitted  to  levy  taxes  on 
these  businesses  of  not  more  than  $100.00  for  each  location.   Thus,  there  is 
a  maximum  combined  tax  on  loan  agencies  of  $950.00.   Pawnbrokers  are  taxed  at 
flat  rates  for  each  location  varying  according  to  the  population  of  the  town 
in  which  located  with  rates  ranging  from  $200.00  to  $400.00. 

It  is  noted  that  all  three  of  these  types  of  businesses  are  engaged 
in  making  loans.   Loan  agencies  and  pawnbrokers  make  direct  loans.   Some  of 
the  loan  agencies  are  organized  under  sections  of  the  law  which  permit  them  to 
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make  installment  loans  on  motor  vehicles  only.   Installment  paper  dealers 
purchase  installment  loans  from  the  companies  initially  making  the  loan. 
These  loans  are  primarily  loans  made  to  purchase  motor  vehicles  and  household 
appliances.   Similar  loans  are  made  by  commercial  banks  in  North  Carolina, 
and,  because  of  limitations  imposed  upon  the  taxation  of  national  banks  by 
the  federal  government  and  the  general  feeling  that  state  banks  should  not 
be  required  to  pay  taxes  from  which  national  banks  are  exempt,  banks  do  not 
pay  any  tax  for  the  privilege  of  making  installment  loans.   The  Commission 
concluded  that  the  tax  imposed  upon  installment  paper  dealers  is  an  inequita- 
ble burden  on  them  as  compared  with  other  types  of  businesses  making  similar 
loans.   Although  the  rate  of  this  tax  appears  low,  it  should  be  remembered 
that  this  is  based  on  the  face  value  of  the  loan  and  it  is  a  much  higher 
portion  of  the  gross  earnings  from  the  loan  than  the  rate  would  indicate. 
The  Commission,  therefore,  proposes  that  the  state  levy  a  tax  on  install- 
ment paper  dealers  and  loan  agencies  at  $850.00  per  year  for  each  location 
in  which  the  business  is  conducted  and  that  municipalities  be  permitted  to 
levy  a  tax  not  to  exceed  $100.00  on  each  location  within  the  municipality. 
It  is  proposed  that  the  present  taxes  on  pawnbrokers,  both  at  the  state  and 
the  municipal  level,  be  retained.   These  proposals  would  lea  ;;  the  total  tax, 
state  and  local,  of  loan  agencies  and  pawnbrokers  unchanged  and  would  bring 
the  tax  on  installment  paper  dealers  in  line  with  the  taxes  levied  on  these 
businesses . 

It  is  proposed  that  a  provision  be  added  to  the  section  taxing 
motorcycle  dealers  to  exempt  dealers  from  this  tax  if  they  are  also  subject 
to  the  tax  levied  on  automobile  dealers  under  G.  S.  105-89(c). 

A  complete  list  of  the  sections  of  Schedule  B  giving  the  Commission's 
recommendations  with  respect  to  each  section  appears  at  the  end  of  this  portion 
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of  the  report.   Following  the  list  is  Table  1  which  gives  the  estimated  State 
revenue  which  would  be  received  under  each  section  if  the  recommendations 
were  adopted.    Comparison  of  the  present  revenue  with  proposed  revenue 
reveals  a  loss  to  the  State  General  Fund  of  $2,040,000.   The  amounts  in  the 
table  are,  however,  based  on  data  for  1964-65,  the  latest  year  available  in 
this  detail,  and  it  is  estimated  that  the  actual  loss  during  the  1967-69 
biennium  would  amount  to  $2,400,000  each  year. 

Municipal  licenses 

It  is  proposed  that,  in  general,  municipalities  be  prohibited  from 
levying  licenses  upon  businesses  subject  to  taxation  by  the  State.   There  are, 
however,  some  exceptions.   It  is  proposed  to  retain  the  present  limits  on 
municipal  taxation  of  contractors;  persons  from  outside  the  State  selling 
soft  drinks  from  motor  vehicles;  loan  agencies;  pawnbrokers;  motor  vehicle 
dealers;  service  stations,  garages  and  repair  shops;  automotive  equipment  and 
supply  dealers;  and  motorcycle  dealers.   Although  it  is  proposed  that 
municipalities  be  prohibited  from  taxing  branch  or  chain  stores,  as  such,  it 
is  not  intended  that  the  individual  branch  or  chain  store  be  exempted  from 
municipal  taxation  now  imposed  under  the  general  licensing  authority  of 
municipalities.   It  is  intended  that  municipalities  be  permitted  to  levy  taxes 
on  individual  stores  which  are  part  of  a  chain  as  "merchants,"  "grocery  stores, 
"drug  stores,"  etc.  so  long  as  all  merchants,  grocery  stores,  drug  stores,  etc. 
engaged  in  business  within  the  municipality  levying  the  tax  are  taxed  in  a 
like  manner. 

The  loss  of  authority  to  levy  taxes  on  those  businesses  and  occupa- 
tions which  would  be  reserved  for  state  taxation  only  would  cost  municipalities 
approximately  $156,000  a  year  (this  being  the  amount  collected  during  1963-64 
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under  the  sections  of  Schedule  B  affected) .   The  potential  gain  from  the 
proposed  tax  of  $100  on  installment  paper  dealers  amounts  to  $41,000.   The 
State  is  now  collecting  $1,880,000  under  sections  of  Schedule  B  which  would 
be  repealed  under  the  recommendations  of  this  Commission.   Municipalities 
should  be  able  to  realize  in  excess  of  $1,000,000  from  exercising  the 
option  to  levy  licenses  or  increase  present  licenses  on  most  of  the  businesses 
and  occupations  now  taxed  under  the  sections  which  would  be  repealed,  by 
merely  "taking  up  the  slack. 

County  licenses 

Revenue  realized  by  the  100  counties  during  the  fiscal  year  ended 
June  30,  1964,  from  taxes  levied  under  authority  contained  in  Schedule  B 
amounted  to  only  $365,000.   This  amount,  of  course,  does  not  include  revenue 
from  beer  and  wine  licenses  and  marriage  licenses  which  would  not  be  lost  under 
these  proposals.   The  revenue  loss  to  all  counties  of  $365,000  is  only  5  of  1% 
of  all  county  tax  revenue.   Only  three  of  the  various  licenses  authorized 
under  this  schedule  produced  any  appreciable  amount  of  revenue  to  counties. 
The  tax  on  loans  agencies  produced  slightly  less  than  $52,000,   The  tax  on 
service  stations,  garages  and  repair  shops  produced  $133,000  and  the  tax  on 
junk  dealers  and  scrap  processors  produced  $90,000,   In  most  cases,  the 
county  tax  is  limited  to  a  percentage  of  the  state  tax  or  is  limited  to  a  low 
rate  tax  such  as  $10.00  per  business.   More  often  than  not  the  revenue  does 
not  justify  the  cost  of  collection  which  would  be  necessary  to  enforce  the 
tax  properly.   The  Commission  concluded,  therefore,  that  counties  should  not 
levy  licenses  as  revenue  producing  taxes;  that  licenses  by  counties  should 
be  used  only  as  an  aid  to  regulation  as  needs  occur  as  in  the  instance  of 
beer  and  wine  licenses.   IT  IS  RECOMMENDED  that  counties  be  prohibited   from 
levying  privilege  licenses  on  any  businesses  or  occupations  except  for  the 
privilege  of  selling  beer  and  wine  and  for  the  issue  of  marriage  licenses. 
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in  ^    Elsewhere  in  this  report  the  Commission  is  recommending  the 
imposition  of  a  tax  on  transfers  of  real  estate,  the  proceeds  of  which 
would  enure  to  the  counties.   It  is  estimated  that  the  revenue  produced 
from  a  real  estate  transfer  tax  would  more  than  double  the  revenue  counties 
would  lose  from  enactment  of  the  proposal  to  prohibit  counties  to  levy 
privilege  licenses. 

Specific  recommendations 

Specific  recommendations  with  respect  to  Schedule  B  are  as  follows: 

Sections   This  is  an  administrative  section.   No  change  is  recommended  except 
105-33 

the  references  to  sections  to  be  deleted. 

-34     Operation  of  amusement  parks  are  taxed  under  this  section  at  flat 
rates  depending  on  the  number  of  months  to  be  operated.   A  twelve 
months  license  is  $800,   IT  IS  RECOMMENDED  that  this  section  be 
repealed.   Amusement  parks  would  then  be  taxed  under  Section  105- 
37.1  on  their  receipts  from  admission  charges. 

-35     Traveling  theatrical  or  vaudeville  companies  are  taxed  at  the  rate 

of  $25  per  day  upon  which  performances  are  given.   IT  IS  RECOMMENDED 
that  this  section  be  repealed.   The  amusements  taxed  under  this 
section  would  then  be  taxed  on  admissions  under  Section  105-37.1. 

-36     Persons  leasing,  selling  or  manufacturing  moving  picture  films 

obtain  an  annual,  state-wide  license  for  $625.   IT  IS  RECOMMENDED 
that  this  section  be  repealed.   This  would  permit  municipalities  to 
tax  the  business  now  taxed  under  this  section. 

-36.1   Outdoor  or  drive-in  theatres  are  taxed  under  this  section  according 
to  a  schedule  of  rates  based  on  the  capacity  in  number  of  cars  and 
the  population  of  the  largesttown  or  city  within  ten  miles  of  the 
iheatre,   IT  IS  RECOMMENDED  that  operators  of  drive-in  theatres  be 
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Sections  required  to  obtain  a  flat  rate  annual  license  for  $50  and  to  pay  a 
tax  measured  by  admissions  at  the  rate  of  3%,  with  the  flat  rate 
tax  allowed  as  an  offset  against  the  admissions  tax  and  that 
municipalities  be  prohibited  from  taxing  this  type  of  business. 
105-37     Moving  picture  or  vaudeville  theatres  and  opera  houses  are  taxed 

according  to  a  schedule  of  rates  based  on  seating  capacity  and  the 
population  of  the  town  or  city  in  which  located.   IT  IS  RECOMMENDED 
that  operators  of  moving  picture  or  vaudeville  theatres  be  required 
to  obtain  a  flat  rate  annual  license  of  $50  and  to  pay  a  tax 
measured  by  admissions  at  the  rate  of  3%   with  the  flat  rate  tax 
allowed  as  an  offset  against  the  admissions  tax  and  that  municipalities 
be  prohibited  from  taxing  this  type  of  business. 

-37.1   Amusements  "not  otherwise  taxed"  are  taxed  under  this  section  on 
their  gross  receipts  at  the  rate  of  3%.   A  flat  rate  tax  based  on 
the  population  of  the  town  or  city  in  which  located  is  also  levied 
but  is  allowed  as  an  offset  against  the  gross  receipts  tax.   IT  IS 
RECOMMENDED  that  this  section  remain  as  it  is  except  that  munici- 
palities be  prohibited  from  taxing  these  businesses. 

-38     Circuses,  wild  west  shows,  dog  shows,  pony  shows,  etc,  must  pay  a 
license  according  to  the  number  of  railroad  cars  or  other  vehicles 
used  in  transporting  the  show  and  a  gross  receipts  tax  at  the  rate 
of  3%,  with  the  license  to  be  offset  against  the  gross  receipts  tax. 
IT  IS  RECOMMENDED  that  municipalities  be  prohibited  from  taxing  this 
type  of  business.   No  other  changes  to  this  section  are  proposed. 

-39     Carnivals,  merry-go-rounds,  ferris  wheels  and  other  riding  devices, 
and  similar  traveling  shows  must  pay  a  license  for  each  week 
according  to  the  population  of  the  town  or  city  in  which  showing 
and  a  tax  on  gross  receipts  at  the  rate  of  3%,  with  the  license 
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Sections   allowed  as  an  offset  against  the  gross  receipts  tax.   IT  IS 

''    RECOMMENDED  that  no  change  be  made  in  this  section  except  that 
municipalities  be  prohibited  from  taxing  these  businesses. 
105-40    This  section  exempts  entertainments  produced  by  local  talent  and 

for  the  benefit  of  religious,  charitable,  educational,  or  benevolent 
purposes.   No  change  is  recommended. 

-41    Attorneys,  physicians,  professional  engineers,  architects,  photog- 
raphers and  numerous  other  professional  persons  are  required  to 
obtain  an  annual  license  of  $25.   IT  IS  RECOMMENDED  that  bondsmen, 
detectives  and  real  estate  auctioneers,  now  taxed  under  other 
sections,  be  taxed  under  this  section. 
-41.1    Bondsmen  are  licensed  at  rates  ranging  from  $10  to  $40  according 
to  the  population  of  the  town  or  city  in  which  operating.   IT  IS 
RECOMMENDED  that  this  section  be  repealed  and  bondsmen  taxed  at 
$25  per  year  under  Section  105-41. 

-42    Detectives  are  licensed  at  $25  per  year.   IT  IS  RECOMMENDED  that  this 
section  be  repealed  and  that  detectives  be  taxed  under  Section  105- 
41. 

^43    The  business  of  conducting  real  estate  auction  sales  is  taxed  either 
on  a  state-wide  basis  for  $250  or  a  single  county  basis  for  $75.   IT 
IS  RECOMMENDED  that  this  section  be  repealed  and  the  persons 
conducting  or  "crying"  auction  sales  of  real  estate  be  taxed  under 
Section  105-41. 

-44    Businesses  selling  or  delivering  coal  or  coke  in  carload  lots  must 
obtain  a  wholesalers  license  for  $75  and  businesses  selling  coal  or 
coke  at  retail  must  obtain  a  license  ranging  from  $10  to  $75  according 
to  population  of  the  city  or  town  in  which  sold  or  delivered.   IT 
IS  RECOMMENDED  that  this  section  be  repealed. 
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Sections 

105-45    Collecting  agencies  (collecting  accounts,  notes,  etc.  for  a  profit) 

are  licensed  at  $50  a  year,   IT  IS  RECOMMENDED  that  this  section 

be  repealed. 

-46    Undertakers  and  retail  dealers  in  coffins  are  licensed  according 
to  the  population  of  the  city  or  town  in  which  the  business  is 
operated.   Rates  range  from  $10  to  $100  for  each  location.   IT 
IS  RECOMMENDED  that  this  section  be  repealed. 

-47    Dealers  in  horses  and/or  mules  are  licensed  according  to  the 

number  of  carloads  of  horses  and/or  mules  purchased  for  sale.   The 
tax  ranges  from  $25  to  $100  for  each  location  in  which  the  business 
is  carried  on  and  if  horses  and  mules  are  sold  at  auction  an  addi- 
tional tax  of  $100  is  levied  for  each  location  at  which  auctioned, 
IT  IS  RECOMMENDED  that  this  section  be  repealed. 

-48    Phrenologists  must  pay  a  tax  of  $200  for  each  county.   IT  IS 
RECOMMENDED  that  this  section  be  repealed. 

-48.1   Itinerant  photographers,  their  agents  and  employees  are  required  to 
obtain  an  annual  license  of  $100,   IT  IS  RECOMMENDED  that  this 
section  be  repealed. 

-49    Bicycle  dealers  are  taxed  on  each  location  at  which  the  business 
is  carried  on  at  rates  ranging  from  $10  to  $25  according  to  the 
population  of  the  town  or  city  in  which  located,   IT  IS  RECOMMENDED 
that  this  section  be  repealed. 

-50    Pawnbrokers  are  taxed  on  each  place  of  business  at  rates  ranging 
from  $200  to  $400  according  to  the  population  of  the  town  or  city 
in  which  located.   IT  IS  RECOMMENDED  that  no  change  be  made  in  this 
section. 
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Sections 

105-51    Dealers  in  cash  registers,  adding  machines,  typewriters,  bookkeeping 

machines,  refrigerating  machines,  washing  machines,  burglar  alarms, 

-    and  other  business  machines  must  obtain  a  $10  license  for  each 

location.   IT  IS  RECOMMENDED  that  this  section  be  repealed. 

-52    The  business  of  selling  sewing  machines  is  licensed  at  $100  for 

each  make  of  machines  sold  and  agents  must  be  licensed  at  $10  each. 
IT  IS  RECOMMENDED  that  this  section  be  repealed. 

-53    Peddlers  must  obtain  a  license  for  each  county  in  which  merchandise 
is  offered  for  sale  varying  according  to  whether  he  travels  on  foot 
or  by  horse  or  by  motor  vehicle.   IT  IS  RECOMMENDED  that  this  section 
be  repealed. 

-54    Contractors  and  construction  companies  must  pay  a  tax  of  $100  on 
each  bid  submitted  on  a  construction  project,  the  cost  of  which 
exceeds  $10,000.   In  addition,  they  must  pay  a  tax  on  each  contract 
in  excess  of  $5,000  which  they  undertake  to  execute,  based  on  the 
contract  price  at  rates  varying  from  $25  to  $625.   IT  IS  RECOMMENDED 
that  this  section  remain  as  it  is,  except,  that  persons  now  taxed 
under  Sections  105-55,  105-56  and  105-91  (persons  installing, 
repairing  or  servicing  elevators  and  automatic  sprinkler  systems 
and  plumbers,  heating  contractors,  electricians,  etc.)  be  taxed 
under  this  section  if  they  make  bids  on  construction  projects  in 
excess  of  $10,000  or  execute  contracts  in  excess  of  $5,000. 

-55    Companies  installing  elevators  and  automatic  sprinkler  systems 

obtain  a  state-wide  license  for  $100  per  year.   IT  IS  RECOMMENDED 
that  this  section  be  repealed  and  that  companies  now  taxed  under 
this  section  be  taxed  as  construction  contractors  under  G.  S.  105- 
54   if  they  make  bids  or  execute  contracts  of  sufficient  size. 
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Sections 

105-56     Companies  repairing  and  servicing  elevators  and  automatic  sprinkler 

systems  are  taxed  according  to  the  population  of  cities  and  towns 

in  which  the  business  is  carried  on  at  rates  ranging  from  $5  to  $25. 

IT  IS  RECOMMENDED  that  this  section  be  repealed  and  that  companies 

now  taxed  under  this  section  be  taxed  as  construction  contractors 

under  G.  S.  105-54  if  they  make  bids  or  execute  contracts  of 

sufficient  size. 

-57    Persons  or  firms  reporting  the  financial  standing  of  persons,  firms, 
or  corporations  must  pay  an  annual  license  of  $100   if  they  do  not 
publish  a  state-wide  credit  or  financial  rating  book.   If  such  book 
is  published,  the  tax  is  $500.   IT  IS  RECOMMENDED  that  this  section 
be  repealed. 

-58    Gypsies  and  fortunetellers  are  taxed  at  $500  for  each  county  in 

which  they  offer  to  trade  or  tell  fortunes.   Others  telling  fortunes 
are  taxed  at  $200  per  county.   IT  IS  RECOMMENDED  that  this  section 
be  repealed. 

-59    Lightning  rod  agents  are  licensed  under  this  section  which  is 

administered  by  the  Commissioner  of  Insurance.   IT  IS  RECOMMENDED 
that  this  section  be  transferred  to  Schedule  IB  which  levies  other 
taxes  administered  by  the  Commissioner  of  Insurance. 


-61     Hotels,  motels,  tourist  courts  and  tourist  homes  are  taxed  at  the 

rate  of  $2  per  room.   IT  IS  RECOMMENDED  that  this  section  be  repealed. 

-62    Restaurants,  cafes,  cafeterias,  etc.  are  taxed  at  the  rate  of  $1  on 

the  number  of  seats  provided.  Other  places  where  prepared  sandwiches 
only  are  served  are  taxed  at  $5  for  each  location.  IT  IS  RECOMMENDED 
that  this  section  be  repealed. 

-63    The  business  of  compressing  cotton  is  taxed  at  the  rate  of  $300  on 
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Sections   each  compress.   IT  IS  RECOMMENDED  that  this  section  be  repealed. 
105-64    Places  in  which  billiard  and  pool  tables  are  operated  are  taxed 
on  each  table  at  rates  varying  from  $5  to  $30  according  to  the 
size  of  the  tables.   IT  IS  RECOMMENDED  that  this  section  be  repealed, 

-64.1   Bowling  alleys  are  taxed  at  $10  for  each  alley.   IT  IS  RECOMMENDED 
that  this  section  be  repealed. 

-65    The  business  of  operating  machines  which  play  records  or  produce 
music  must  obtain  an  annual  operator's  license  for  $100  and  must 
pay  $10  for  each  machine.   IT  IS  RECOMMENDED  that  operators  of  five 
or  more  music  machines  be  taxed  at  $100  plus  a  gross  receipts  tax 
at  the  rate  of  1/10  of  1%  with  the  $100  operator's  license  allowed 
as  an  offset  against  the  gross  receipts  tax;  that  the  tax  on 
operators  of  less  than  five  machines  be  as  under  the  present  law; 
and  that  municipalities  be  prohibited  from  taxing  persons  engaged 
in  this  type  of  business. 

-65.1   Persons  or  firms  operating  vending  machines  or  weighing  machines 
are  taxed  under  this  section.   Operators  of  five  or  more  machines 
pay  an  annual  flat  rate  tax  varying  according  to  the  type  of 
merchandise  sold  through  the  machines  and  the  price  of  the 
merchandise.   Rates  vary  from  $25  to  $250  per  year  per  "operator." 
Operators  of  less  than  five  machines  pay  on  a  per  machine  basis 
varying  according  to  the  type  of  merchandise  and  the  price  of 
merchandise.   Operators  of  soft  drink  dispensers  are  taxed  under  a 
schedule  based  on  the  number  of  dispensers.   IT  IS  RECOMMENDED  that 
operators  of  five  or  more  vending  or  weighing  machines  other  than 
machines  dispensing  soft  drinks  in  bottles  or  cans  be  required  to 
obtain  an  annual  license  of  $50  and  to  pay  a  gross  receipts  tax  at 
the  rate  of  1/10  of  1%  with  the  annual  license  allowed  as  an  offset 
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Sections   against  the  gross  receipts  tax;  that  operators  of  soft  drink 
dispensers,  other  than  open-cup  drinks,  be  taxed  in  the  same 
manner  as  under  the  present  law;  and  that  municipalities  be  pro- 
hibited from  taxing  the  businesses  taxed  under  this  section. 

105-66     Operators  of  merry-go-rounds  and  other  riding  devices,  swimming 
pools,  skating  rinks,  shooting  galleries,  etc.  at  a  permanent 
location  are  taxed  on  each  ride,  pool,  gallery,  etc.  at  $10  or 
$25  according  to  the  population  of  the  city  or  town  in  which 
operated.   IT  IS  RECOMMENDED  that  this  section  be  repealed. 
-67    Dealers  in  securities  are  taxed  for  each  location  at  rates  varying 
from  $25  to  $600  according  to  the  population  of  the  city  or  town 
and  as  to  whether  or  not  the  dealer  leases  a  private  wire  or  ticker 
service.   IT  IS  RECOMMENDED  that  this  section  be  repealed. 
-68    Persons  or  firms  engaged  in  the  business  of  buying  or  selling  cotton, 
grains  or  other  commodities  are  taxed  at  rates  varying  according  to 
whether  or  not  the  transaction  is  for  future  delivery,  the  population 
of  the  city  or  town  and  the  amount  of  cotton  sold.   IT  IS  RECOMMENDED 
that  this  section  be  repealed. 
-69    Bottlers  of  soft  drinks  are  taxed  according  to  whether  high  pressure 
or  low  pressure  equipment  is  used,  with  rates  on  low  pressure 
machines  varying  from  $175  to  $1,800  according  to  the  number  of 

spouts"  and  with  rates  on  high  pressure  machines  varying  from  $70 
to  $1,200  according  to  the  rated  capacity  of  the  machine.   Distributors 
of  bottled  soft  drinks  are  taxed  according  to  the  population  of  the 
city  or  town  in  which  located  at  rates  varying  from  $50  to  $100. 
Out-of-state  distributors  are  taxed  at  $200  per  truck  or  vehicle. 
IT  IS  RECOMMENDED  that  bottlers  and  domestic  distributors  be  required 


-  40  - 

Sections   to  obtain  an  annual  license  for  $100,  and  to  pay  a  gross  receipts  tax, 
on  wholesale  sales  only,  at  the  rate  of  ^  of  1%  with  the  annual 
license  allowed  as  an  offset  against  the  gross  receipts  tax;  that 
the  tax  on  out-of-state  distributors  remain  unchanged;  and  that 
municipalities  be  prohibited  from  taxing  the  businesses  taxed 
under  this  section. 


105-70    Meat  packing  houses  and  wholesalers  of  packing  house  products  are 
taxed  at  the  rate  of  $100  for  each  county  in  which  a  packing  house 
or  warehouse  or  cold-storage  facility  is  located.   IT  IS  RECOMMENDED 
that  this  section  be  repealed. 

-71    Persons  or  firms  conducting  contests  to  obtain  subscriptions  to 

newspapers  or  magazines  are  taxed  at  $200  for  a  daily  newspaper  and 
$50  for  other  periodicals.   IT  IS  RECOMMENDED  that  this  section  be 
repealed. 

-72    This  section  levies  a  tax  on  the  business  of  selling  gasoline, 

benzine,  etc.  based  on  gross  sale's,  but  the  tax  is  not  levied  on 
businesses  paying  the  inspection  fee  of  ^   cent  per  gallon  on  gasoline 
and  kerosene.   IT  IS  RECOMMENDED  that  this  section  be  repealed. 

-74    Dry  cleaning  plants,  pressing  clubs,  etc,  are  taxed  on  each 

location  according  to  the  population  of  the  city  or  town  in  which 
located.   Rates  vary  from  $7.50  to  $75,   IT  IS  RECOMMENDED  that  this 
section  be  repealed, 

-75    Barbershops  and  beauty  shops  are  taxed  at  $2.50  for  each  barber, 

beautician,  manicurist,  etc.   IT  IS  RECOMMENDED  that  this  section  be 
repealed. 

-76    Shoeshine  parlors  are  taxed  at  the  rate  of  $1  for  each  chair  or 
stool,   IT  IS  RECOMMENDED  that  this  section  be  repealed. 
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105-77    Tobacco  warehouses  are  taxed  at  rates  varying  according  to  the 

number  of  pounds  of  leaf  tobacco  sold  during  the  prior  year.   IT 

IS  RECOMMENDED  that  this  section  be  repealed. 

-78    This  is  a  "standby"  section  which  levies  a  license  on  news  dealers 

on  trains  which  applies  only  if  the  sales  tax  is  not  paid.   No  change 
is  recommended. 

-79    Soda  fountains  are  taxed  at  $10  on  each  carbonated  draft  arm,  and 
other  places  where  soft  drinks  are  sold  are  taxed  at  $5.   IT  IS 
RECOMMENDED  that  this  section  be  repealed. 

-80    Businesses  in  which  pistols,  blank  cartridge  pistols,  bowie  knives, 
daggers,  slingshots,  metallic  cartridges,  etc.  are  sold  are  taxed 
at  rates  which  vary  from  $5  to  $200  according  to  which  items  are 
sold.   IT  IS  RECOMMENDED  that  this  section  be  repealed. 

-82    Businesses  selling  pianos,  organs,  phonographs,  television  sets, 
radios,  etc.  are  required  to  obtain  an  annual  license  of  $10.   IT 
IS  RECOMMENDED  that  this  section  be  repealed. 

-83    Persons  or  firms  engaged  in  the  business  of  buying,  discounting  or 
dealing  in  installment  paper,  notes,  bonds,  and  other  evidences  of 
debt  are  required  to  obtain  annual  licenses  for  each  business 
location  and  to  pay  a  tax  based  on  the  face  value  of  installment 
paper,  etc.  bought  or  discounted  at  the  rate  of  275/1000  of  1%.   IT 
IS  RECOMMENDED  that  the  present  provisions  be  deleted  and  that  the 
businesses  now  taxed  thereunder  be  taxed  at  $850.00  for  each  place 
at  which  business  is  carried  on  and  that  municipalities  be  permitted 
to  levy  a  tax  not  to  exceed  $100.00  on  each  location. 

-84    Retailers  and  jobbers  selling  cigarettes,  cigars  or  other  tobacco 

products  must  obtain  an  annual  $10.00  license  except  that  if  located 
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in  cities  and  towns  of  less  than  1,000  population  or  in  unincorporated 

areas  the  license  is  $5.00,   IT  IS  RECOMMENDED  that  this  section  be 

repealed. 

105-85    Laundries,  launderettes  and  similar  businesses  are  required  to 

obtain  a  license  varying  from  $6.25  to  $62.50  according  to  the 

population  of  the  town  in  which  located.   IT  IS  RECOMMENDED  that 

this  section  be  repealed. 

-86    Persons  or  firms  engaged  in  the  business  of  outdoor  advertising  are 
taxed  according  to  the  number  of  signs  erected  or  posted  and  an 
additional  tax  based  on  the  population  of  cities  or  towns  in  which 
signs  are  posted.   The  tax  based  on  the  number  of  signs  is  at  the 
rate  of  $1.00  and  the  tax  based  on  population  varies  from  $5.00  to 
$200.00  with  a  tax  of  $25.00  for  each  county  in  which  signs  are 
posted  in  unincorporated  areas.   IT  IS  RECOMMENDED  that  this  section 
be  repealed. 

-87    Persons  or  firms  engaged  in  the  business  of  operating  sound  trucks 

for  advertising  purposes  is  taxed  at  the  rate  of  $100.00  per  vehicle 
so  used.   IT  IS  RECOMMENDED  that  this  section  be  repealed. 

-88    Loan  agencies  and  finance  companies  are  required  to  obtain  an  annual 
license  of  $750.00  on  each  place  of  business.  Counties  are  permitted 
to  levy  a  tax  not  to  exceed  $100.00  on  each  location  and  cities  and 
towns  are  also  permitted  to  levy  a  tax  not  to  exceed  $100.00  on  each 
location.   IT  IS  RECOMMENDED  that  the  state  tax  be  increased  to 
$850.00;  that  the  municipal  limitation  of  $100.00  be  retained;  and 
that  counties  be  prohibited  from  taxing  businesses  taxed  under 
this  section. 


-89    Persons  or  firms  engaged  in  the  business  of  servicing,  storing  or 
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105-89    repairing  motor  vehicles;  wholesale  automotive  equipment  and  supply 

dealers;  and  motor  vehicle  dealers  are  taxed  under  this  section  at 

rates  varying  according  to  the  type  of  business  and  the  population 

of  the  town  or  city  in  which  the  business  is  conducted  and 

according  to  the  number  of  gasoline  pumps  operated.   No  change  is 

recommended  in  this  section  except  deletion  of  county  authority  to 

tax. 

-89.1   Motorcycle  dealers  are  taxed  on  each  location  at  rates  ranging  from 
$10.00  to  $40.00  according  to  the  population  of  the  city  or  town  in 
which  the  business  is  located.   IT  IS  RECOMMENDED  that  taxpayers 
paying  the  license  tax  as  motor  vehicle  dealers  under  G.  S.  105- 
89(c)  be  exempted  from  the  motorcycle  dealers'  license. 

-90    Persons  or  firms  engaged  in  the  business  of  soliciting,  hiring  or 
contracting  for  employment  outside  the  State  must  pay  a  license  of 
$500.00  for  each  county  in  which  the  business  is  conducted  and 
employment  agencies  (engaged  in  securing  employment  for  other 
persons  for  a  fee)  are  taxed  according  to  the  population  of  the  city 
or  town  in  which  the  business  is  conducted  with  rates  ranging  from 
$100.00  to  $500.00.   IT  IS  RECOMMENDED  that  this  section  be  repealed. 

-90.1   This  section  is  a  penalty  provision  which  levies  a  tax  on  persons 

hiring  or  soliciting  laborers,  such  as  farm  laborers,  for  employment 
outside  this  State.   It  applies  only  if  the  state  in  which  the  labor 
is  to  be  used  has  a  similar  penalty  provision  for  this  activity. 
The  tax  is  $500  for  each  county  in  which  the  person  solicits  or 
employs  laborers,  and  a  tax  of  $1,000  to  be  paid  to  the  County 
Treasurer.   (Emigrant  employment  agencies  are  also  covered  under 
G.  S.  105-90.)   IT  IS  RECOMMENDED  that  this  section  be  repealed. 

-91    Persons  or  firms  engaged  in  the  business  of  installing  plumbing 
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are  taxed  for  each  place  of  business  according  to  the  population 
of  the  municipality  in  which  the  business  is  conducted  at  rates 
ranging  from  $7.50  to  $40.   IT  IS  RECOMMENDED  that  this  section  be 
repealed  and  that  companies  now  taxed  under  this  section  be  taxed 
as  construction  contractors  under  G.  S.  105-54  if  they  make  bids  or 
execute  contracts  of  sufficient  size. 
105-92     Persons  or  firms  issuing  or  selling  trading  stamps  must  obtain  a 

license  of  $200.   IT  IS  RECOMMENDED  that  this  section  be  repealed. 

-93    A  tax  of  $2  is  levied  on  every  indictment  or  criminal  proceeding 
disposed  of  in  Superior  Court.   This  section  will  no  longer  be 
operative  when  the  Judicial  Department  Act  of  1965  is  fully 
operative.   IT  IS  RECOMMENDED  that  this  section  be  deleted  at  such 
time  as  it  ceases  to  operate. 

-96    Persons  or  firms  manufacturing,  erecting  or  selling  monuments, 

marble  tablets  or  gravestones  are  taxed  on  each  location  in  which 
the  business  is  carried  on  at  rates  varying  from  $15.00  to  $70.00 
according  to  the  population  of  the  town  in  which  located.   Each 
person  selling  these  products  is  also  taxed  at  $10,00.   IT  IS 
RECOMMENDED  that  this  section  be  repealed. 

-97    Manufacturers  and  distributors  of  ice  cream  are  taxed  according  to 
the  capacity  of  equipment,  and  motor  vehicles  selling  or  delivering 
ice  cream  manufactured  outside  the  State  are  taxed  at  $100.00  per 
vehicle.   IT  IS  RECOMMENDED  that  this  section  be  repealed. 

-98    Branch  or  chain  stores  are  taxed  on  the  number  of  stores  operated 

in  the  State  in  excess  of  one  at  $65.00  per  store.   IT  IS  RECOMMENDED 
that  municipalities  be  prohibited  from  taxing  the  businesses  taxed 
hereunder  as  chain  stores.   No  other  change  is  recommended.   It  is 
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taxation  of  these  businesses  as  chain  stores  rather  than  as 
"merchants"  or  "department  stores." 
105-99    Wholesale  distributors  of  motor  fuels  owning  or  leasing  pumps  through 
which  motor  fuels  are  sold  at  retail  are  taxed  according  to  the 
number  of  pumps  owned  or  leased.   Rates  range  from  $2.00  per  pump 
on  the  first  50  pumps  to  $10.00  per  pump  on  all  over  600.   No  changes 
are  recommended . 

-100   Persons  or  firms  selling  or  offering  for  sale  patent  rights  or 

formulas  are  taxed  at  $10.00  for  each  county  in  which  the  patent 
right  or  formula  is  sold  or  offered  for  sale.  IT  IS  RECOMMENDED 
that  this  section  be  repealed. 

-101   There  is  a  charge  of  $1.00  for  affixing  the  seal  of  the  Secretary  of 
State,  the  State  Treasurer,  or  of  any  other  public  officer  required 
by  law  to  keep  a  seal.   IT  IS  RECOMMENDED  that  this  section  be  moved 
from  Schedule  B  of  the  Revenue  Laws  to  the  sections  of  the  Statutes 
dealing  with  the  Secretary  of  State. 

-102   Junk  dealers  are  taxed  for  each  location  in  which  business  is 

transacted  at  rates  varying  from  $25.00  to  $125.00  according  to  the 
population  of  the  city  or  town  in  which  located.  IT  IS  RECOMMENDED 
that  this  section  be  repealed. 

-102,1  Cooperative  marketing  associations  pay  an  annual  license  of  $10.00, 
No  change  is  recommended. 

-102.2  Persons  or  firms  buying  scrap  iron  and  metals  and  processing  these 
for  remelting  purposes  are  taxed  on  each  location  at  rates  ranging 
from  $25.00  to  $125.00  according  to  the  population  of  the  city  or 
town  in  which  located.   IT  IS  RECOMMENDED  that  this  section  be  repealed. 
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Sections     Chapter  85 

Article  1    Jewelry  auctioneers  pay  a  $200.00  license  for  each 

location  at  which  auctions  are  held.   This  section 

of  the  law  is  used  for  regulatory  purposes  and 

requires  bonding  of  the  auctioneer.   No  change  is 

recommended. 

Chapter  85 

Article  2   Auction  merchants  are  licensed  at  $200.00  for  each 

placv"*  of  business.   This  is  a  regulatory  license. 

The  auctioneer  must  provide  bond  as  a  prerequisite 

in  obtaining  the  license.   No  change  is  recommended, 

106-466   Dealers  in  scrap  tobacco  pay  an  annual  license  tax  of  $500.00  for 

each  county  in  which  the  licensee  engages  in  such  business.   IT 

IS  RECOMMENDED  that  this  section  be  repealed. 
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INDIVIDUAL  INCOME  TAX 

The  Conunission  received  various  recommendations  for  amendment  to 
the  individual  income  tax  laws  and  gave  careful  study  to  each  recommendation. 
It  was  decided,  however,  to  recommend  only  two  changes  other  than  the  "tech- 
nical amendments"  proposed  by  the  Commissioner  of  Revenue. 

Although  these  proposed  changes  are  policy  matters  rather  than 
"technical"  changes,  both  are  desirable  from  an  administrative  standpoint  as 
they  would  bring  North  Carolina  law  into  conformity  with  federal  law  in  two 
areas  where  our  law  is  much  misunderstood  by  taxpayers.   These  two  recommen- 
dations deal  with  (1)  service  pay  of  members  of  the  armed  services  stationed 
or  serving  in  a  combat  zone  and  (2)  land  clearing  expenditures  of  farmers. 

American  servicemen  receive  special  payments  in  addition  to  their 
basic  pay  for  specialized  duty,  such  as  flight  duty,  service  on  the  high  seas, 
etc.,  and  they  receive  an  extra  increment  for  hazardous  service  entitled 
"hostile  fire  duty  pay. "  Hostile  fire  duty  pay  is  awarded  to  servicemen 
who  are  actually  under  enemy  fire  in  a  war  zone.   Under  present  North  Carolina 
law  hostile  fire  duty  pay  is  exempted  from  the  individual  income  tax,  but  all 
other  income  is  taxable  to  servicemen  who  are  residents  of  North  Carolina, 
regardless  of  where  they  are  stationed.   Under  present  federal  law  all  service 
pay  of  enlisted  men  and  $200  a  month  of  service  pay  of  commissioned  officers 
is  exempt  from  income  taxation  if  earned  while  serving  in  a  combat  zone.   The 
federal  law  provides  that  the  exemption  does  not  apply  for  any  month  during 
which  there  were  no  combat  activities  in  the  combat  zone.   It  is  the  unanimous 
opinion  of  the  membership  of  this  Commission  that  military  personnel  serving 
their  country  in  a  combat  zone  should  not  be  subjected  to  the  State  income 
tax  on  pay  received  or  accrued  while  in  a  combat  area.   It  seems  that  this  is 
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the  least  that  North  Carolina  can  do  for  her  servicemen.   IT  IS  RECOMMENDED 
that  the  individual  income  tax  law  be  amended  to  exempt  service  pay  of  military 
personnel  serving  in  a  combat  zone  to  the  same  extent  that  it  is  exempted  under 
federal  law. 

It  is  estimated  that  the  exemption  of  service  pay  earned  in  combat 
areas  would  result  in  a  revenue  loss  of  approximately  $300,000  per  year  under 
present  military  conditions. 

The  other  proposed  change  in  the  individual  income  tax  law  of  a  non- 
technical nature  deals  with  the  deduction  of  land  clearing  expenses  of  farmers. 
The  cost  of  clearing  land  to  be  used  for  farm  purposes  is  considered  a  capital 
expense  and  is  added  to  the  cost  of  the  land  for  accounting  purposes.   In 
computing  depreciation  which  may  be  claimed  for  income  tax  purposes,  the  cost 
of  land  including  the  cost  of  clearing  the  land  is  not  depreciable  as  are  such 
improvements  as  fences,  barns  and  other  structures.   Thus,  the  expense  incurred 
by  a  farmer  in  clearing  land  for  cultivation  is  not  deductible  as  an  expense 
nor  as  depreciation.   Certain  other  items  such  as  soil  conservation  expenses 
and  water  conservation  expenses  are  also  items  of  capital  improvement  which 
in  the  ordinary  course  of  business  would  be  added  to  the  cost  of  the  land  and 
would  not  be  depreciable  except  for  those  portions  which  would  wear  out  and 
need  to  be  replaced  over  a  period  of  years.   A  special  provision  in  the  North 
Carolina  income  tax  law,  however,  permits  soil  and  water  conservation  expendi- 
tures to  be  considered  as  current  expenses  and  deducted  in  computing  their 
income.   Present  federal  law  permits  farmers  to  deduct  the  cost  of  clearing 
land  for  the  purpose  of  making  the  land  suitable  for  use  in  farming  as  a 
business  expense  in  addition  to  allowing  expenditures  for  soil  and  water 
conservation  to  be  "expensed."   In  order  to  bring  about  conformity  with 
federal  law  in  this  respect,  and  eliminate  much  confusion  and  misunderstanding, 
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IT  IS  RECOMMENDED  that  the  income  tax  laws  be  amended  to  permit  farmers  to 
deduct  expenses  incurred  in  clearing  land  in  the  year  in  which  the  expenditure 
is  made,  if  the  clearing  is  to  make  land  suitable  for  farming. 

It  is  estimated  that  the  cost  of  allowing  land  clearing  expenses 
to  be  deducted  by  farmers  would  cost  a  negligible  amount  as  many  farmers  are 
now  deducting  these  expenses  due  to  misunderstanding  of  the  law. 
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SALES  TAX  REFUNDS  TO  COUNTIES  AND  MUNICIPALITIES 

Under  present  North  Carolina  law,  all  governments,  state  and  local 
and  their  agencies  and  institutions,  are  required  to  pay  the  sales  and  use 
tax  on  all  purchases  for  use  or  consumption.   Counties,  municipalities,  and 
sanitary  districts  are  presently  refunded  sales  and  use  taxes  paid  if  they 
file  a  timely  request  for  such  refund.   The  refunds  are  granted  on  sales  and 
use  taxes  paid  directly  by  counties  and  municipalities  on  their  purchases, 
and  are  also  granted  on  any  sales  or  use  tax  paid  by  a  contractor  on  the 
purchase  of  materials  used  in  the  performance  of  a  contract  for  a  county, 
municipality,  or  sanitary  district.   The  state  government  and  its  agencies 
and  institutions  do  not  receive  refunds  for  sales  taxes  paid  either  directly 
or  through  contractors . 

The  federal  government  is  exempt  from  taxation  on  its  direct  purchases, 
as  taxation  of  the  federal  government  is  considered  to  be  in  violation  of  the 
federal  Constitution.   Under  North  Carolina  law  as  written,  contractors  engaged 
in  construction  activities  for  the  federal  government  are  required  to  pay  the 
sales  or  use  tax  on  all  purchases  of  materials,  and  the  federal  government  is 
granted  no  refund  for  these  sales  tax  payments.   Under  a  recent  decision  by  a 
three  judge  panel  of  the  United  States  Eastern  District  Court,  the  State  of 
North  Carolina  was  ordered  to  refund  to  the  federal  government  and  its  agencies 
sales  and  use  taxes  paid  by  contractors  working  on  federal  projects  for  all 
years  since  enactment  of  the  present  law  in  1961.   In  the  decision,  the  court 
cited  the  provision  which  grants  refunds  to  counties  and  municipalities  of 
sales  taxes  paid  by  contractors  engaged  in  the  performance  of  contracts  for 
them,  asserting  that  this  provision  discriminates  against  the  federal  govern- 
ment which  is  allowed  no  such  refund  under  North  Carolina  law.   The  United 
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States  Supreme  Court  declined  to  hear  an  appeal  in  this  case.   It  is  estimated 
that  future  loss  of  revenue  as  a  result  of  this  court  decision  will  amount  to 
$600,000  per  year. 

This  matter  was  brought  to  the  attention  of  the  Commission  for 
study.   After  looking  into  the  matter,  the  Commission  was  faced  with  two 
alternatives.   The  first  is  to  recommend  that  the  law  remain  as  it  is  and 
that  the  General  Fund  sustain  the  loss  of  revenue  resulting  from  the  above 
decision  by  the  federal  courts.   The  other  alternative  is  to  recommend  that 
the  provisions  in  the  law  granting  the  refunds  to  counties,  municipalities 
and  sanitary  districts  for  sales  taxes  paid  by  contractors  be  deleted  from 
the  statutes.   This  latter  alternative  would  result  in  some  shifting  of 
revenue  from  local  governments  to  the  State  General  Fund.   At  the- same  time 
the  State  of  North  Carolina  would  benefit  from  approximately  $600,000  per  year 
in  sales  taxes  now  being  paid  by  contractors  working  on  Federal  projects. 
After  considering  the  alternate  courses  of  action,  IT  IS  RECOMMENDED  that  the 
provisions  granting  refunds  to  counties,  municipalities,  and  sanitary  districts 
for  sales  taxes  paid  by  their  contractors  be  deleted. 

Adoption  of  this  recommendation  would  result  in  a  shift  in  revenue 
to  the  State  General  Fund  from  local  governments  as  follows:   Municipalities, 
$700,000  per  year,  and  counties,  $150,000  per  year.   The  State  would  retain 
the  $600,000  from  the  federal  government  which  would  otherwise  be  lost. 
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REPLACEMENT  OF  REVENUE 

The  foregoing  recommendations  would,  if  adopted  by  the  General 
Assembly,  result  in  considerable  reduction  of  revenue  to  the  State  General 
Fund.   Some  additional  loss  to  the  General  Fund  would  be  experienced  if  the 
technical  amendments  recommend  elsewhere  in  this  report  were  adopted.   The 
net  loss  from  enactment  of  these  changes  would  be  $10,350,000  per  year.   Table 
C-1  (see  Appendix  C)  shows  the  effects  of  the  above  recommended  changes,  both 
losses  and  increases,  on  the  State  General  Fund. 

The  resolution  creating  the  Commission  requires  that  the  Commission 
propose  alternate  sources  of  revenue  to  replace  revenue  losses  resulting  from 
its  recommendations.   There  was  some  disagreement  among  the  membership  of  the 
Commission  as  to  whether  or  not  this  directive  included  expected  surpluses  in 
the  General  Fund  and  rising  revenues  from  general  economic  expansion  as 
alternate  sources  of  replacement  revenue.   A  majority  of  the  Commission, 
however,  believes  that  the  spirit  of  the  resolution  creating  the  Commission 
requires  it  to  recommend  ways  to  replace  losses  in  revenue.   This  position  is 
strengthened  by  the  budget  requests  of  state  agencies  for  additional  funds 
for  operating  costs  and  capital  outlay,  which,  if  granted,  would  more  than 
offset  anticipated  surpluses  and  rising  revenues  from  existing  taxes. 

Some  members  of  the  Commission  believe  that  the  loss  of  revenue 
from  its  recommendations  would  be  more  than  replaced  by  increases  in  revenue 
from  existing  state  taxes  resulting  from  the  new  and  expanding  industry  which 
would  result  from  enactment  of  certain  of  the  preceding  recommendations,  and 
that  in  anticipation  of  such  increases  in  revenue,  no  replacement  should  be 
recommended.   Again,  the  majority  view  was  that  the  resolution  required  a 
continuing  tax  source  as  replacement  for  recurring  losses.   Further,  it  was 
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felt  that  the  increases  in  revenue  resulting  from  the  added  industrial 
development  expected  to  result  from  the  Commission's  recommendations  would 
not  necessarily  materialize  at  an  early  date.   Tax  incentives  alone  do  not 
bring  about  industrial  expansion.   There  must  be,  in  the  first  instance,  a 
plan  or  desire  by  an  industry  to  construct  a  new  plant  or  to  move  an  existing 
one.   The  number  of  plants  being  added  or  relocated  throughout  the  nation  at 
a  given  time  depends  to  a  considerable  extent  upon  the  level  of  economic 
activity.   Any  slowing  down  of  economic  activity  could  very  well  result  in 
cancellation  and  delay  of  plans  for  plant  expansion.   However,  even  if  the 
economy  continues  to  expand,  there  will  be  a  lag  between  the  loss  of  revenue 
resulting  from  the  changes  in  the  law  (which  would  be  immediate)  and  the 
realization  of  increased  revenues  flowing  from  these  changes.   The  length  of 
this  lag  is  uncertain,  but  it  could  be  several  years  before  full  replacement 
of  the  revenue  loss  were  realized. 

In  addition  to  the  lag  in  realization  of  increased  revenue  from  industrial 
development,  there  is  the  increased  cost  of  government  which  follows  industrial 
expansion.   New  plants  would  result  in  shifts  of  population  to  the  vicinities 
of  the  new  plants  and  this  would  require  new  highways,  streets,  schools  and 
city  services.   These  increased  costs  would  partially  offset  revenue  gains 
and  thereby  delay  the  time  when  a  net  gain  in  revenue  were  realized. 

In  accordance  with  the  majority  opinion  that  it  is  incumbent  upon 
the  Commission  to  recommend  alternate  sources  of  revenue  to  replace  estimated 
losses  from  enactment  of  its  program,  IT  IS  RECOMMENDED  that  an  excise  tax  be 
levied  on  cigarettes  at  a  rate  of  2^  per  package  of  20  cigarettes  and  that  a 
tax  be  levied  on  other  tobacco  products  at  the  equivalent  of  1^  on  each  10^ 
or  major  fraction  thereof  of  the  usual  sales  price  of  such  products.   It  is 
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estimated  that  enactment  of  the  taxes  proposed  would  produce  $10,000,000  per 
year.   It  is  recognized  that  there  are  objections  to  a  tax  on  tobacco  products, 
both  because  of  the  importance  of  the  tobacco  industry  to  the  economy  of  the 
State  and  because  a  cigarette  tax  hits  a  smoker  of  low  income  harder  than  a 
smoker  of  medium  or  high  income. 

It  is  believed,  however,  that  a  tax  on  tobacco  products  is  the  best 
way  to  raise  the  revenue  needed  to  offset  recommended  revenue  losses  for  the 
following  reasons: 

(1)  Income  and  sales  tax  rates  in  North  Carolina  are  currently  at 
high  levels. 

(2)  All  other  states  now  tax  tobacco  products,  giving  credence  to 
the  assumption  that  it  is  a  reasonable  tax. 

(3)  Although  there  is  some  dissent,  it  is  generally  believed  that 
the  demand  for  cigarettes  and  other  tobacco  products  is  inelastic,  that  is, 
that  changes  in  price  do  not  materially  affect  demand  for  and  consumption  of 
these  products.   Consequently,  the  addition  of  the  tax  to  the  sales  price 
would  not  reduce  consumption. 

(4)  In  any  case  a  tax  on  tobacco  products,  particularly  the  small 
tax  recommended  here,  would  have  no  appreciable  effect  on  tobacco  consumption 
or  cigarette  production,  because  North  Carolina  consumes  only  a  very  small 
percentage  of  total  tobacco  products  sold. 

(5)  Failure  to  levy  a  tax  on  cigarettes  may  bring  on  additional 
federal  tax  activity,  because  of  the  present  problems  of  states  on  the  Eastern 
Seaboard  with  cigarette  bootlegging  resulting  from  the  non-tax  status  of 
cigarettes  sold  in  North  Carolina. 

It  cannot  be  too  strongly  emphasized  that  the  Commission  is  not 
recommending  a  tobacco  tax  as  a  source  of  additional  revenue  but,  rather,  is 


-  60  - 


recommending  a  shifting  of  subjects  of  taxation  to  accomplish  a  much  desired 
goal:   To  increase  per  capita  income,  provide  new  jobs,  raise  the  standard  of 
living,  and  increase  revenue  of  the  State  and  local  governments  by  increasing 
the  economic  base. 

The  General  Assembly  may,  of  course,  conclude  that  a  tax  on  tobacco 
products  is  not  wise.   If  so,  it  is  hoped  that  it  can  find  funds  elsewhere  to 
offset  the  reductions  in  revenue  that  may  result  from  the  other  recommendations, 
for  the  Commission  believes  them  to  be  sound  in  and  of  themselves. 

Minority  Report 

A  minority  of  the  Commission  believes  that  a  tax  on  tobacco  products 
is  not  justified  or  necessary;  their  reasons  therefor  are  set  out  in  detail  in 
the  minority  report  which  is  included  in  Appendix  F. 
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NEW  SOURCES  OF  LOCAL  REVENUE 

Spokesmen  for  county  commissioners  and  municipal  officials  testified 
that  county  and  municipal  governments  are  faced  with  demands  for  expanding 
services  and  increasing  costs  of  present  services.   The  view  was  urged  upon 
the  Commission  that  property  taxation  in  North  Carolina  had  reached  its 
practical  limit  and  that  additional  sources  of  revenue  must  be  provided  if 
these  governments  are  to  provide  the  services  being  demanded  by  their  citizens. 
Charlotte  and  Raleigh  Chambers  of  Commerce  added  their  voices  to  the  request 
for  new  and  expanded  sources  of  revenue  for  municipal  governments.   The  North 
Carolina  Farm  Bureau  asked  that  county  governments  be  given  substantial 
revenue  from  state  sources  in  order  that  property  taxes  might  be  reduced. 
Several  other  recommendations  were  received  suggesting  property  tax  relief 
of  one  kind  or  another.   As  was  noted  earlier  in  this  report,  property  taxation 
in  North  Carolina  expressed  as  a  percentage  of  total  taxation  is  relatively 
low.   The  Commission  found  that  resistence  to  increases  in  the  property  tax 
is  on  the  rise,  that  many  local  officials  believe  the  effective  limit  of 
property  taxation  has  been  reached,  and  that  this  belief  has  received  editorial 
support  in  some  of  the  major  newspapers  in  the  State.   The  Association  of 
County  Commissioners  reported  that  there  are  unmet  needs  for  capital  expendi- 
ture by  counties  totaling  $400  million.   Of  this  total,  $235  million  is 
needed  for  school  construction  and  additional  amounts  are  needed  for  hospitals, 
office  buildings,  court  facilities,  libraries,  and  water  and  sewer  facilities. 

After  considering  all  of  the  information  made  avaible,  the  Commission 
concluded  (1)  that  taxation  of  property  is  not  burdensome  in  North  Carolina  as 
compared  with  most  other  states,  but  that  in  some  localities  property  taxes 
have  reached  a  practical  limit  if  the  tax  is  not  to  interfere  with  economic 
growth;  (2)  that  many  counties  and  municipalities  are  in  need  of  additional 
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revenue,  particularly  those  with  a  rapidly  growing  population  where  needs  for 
new  school  buildings,  expanded  water  and  sewer  systems,  and  other  governmental 
services  are  becoming  acute;  (3)  that  the  inexactness  of  the  valuation  process, 
particularly  with  respect  to  personal  property,  makes  it  desirable  to  avoid 
heavy  emphasis  on  the  property  tax;  (4)  that  the  nature  of  many  of  the  govern- 
mental services  performed  by  local  governments  require   sources  of  revenue 
which  are  more  responsive  to  economic  change  than  the  property  tax,  it  being 
the  slowest  of  all  of  the  major  revenue  sources  to  respond  to  economic  change; 
and  (5)  that  additional  sources  of  revenue  should  be  made  available  to  counties 
and  municipalities. 

Sales  Tax  as  an  Alternate  Source  of  Revenue 

Financial  assistance  to  local  governments  was  one  of  the  major 
topics  of  discussion  in  the  1965  General  Assembly,  and  it  was  one  of  the 
problems  that  gave  rise  to  the  creation  of  this  Commission. 

The  Commission  studied  the  local  tax  situation  carefully,  and 
thoughtfully  considered  the  suggestions  of  the  North  Carolina  Association 
of  County  Commissioners  and  the  North  Carolina  League  of  Municipalities  as 
to  ways  to  assist  local  governments.   Particular  attention  was  given  to  the 
suggestion  that  the  sales  tax  be  increased  by  an  additional  1%  and  the 
proceeds  distributed  to  counties  and  cities. 

It  is  believed,  however,  that  an  additional  state-wide  tax  of  1%  on 
sales  for  the  use  of  local  government  is  not  appropriate  at  this  time  for  the 
following  reasons: 

(1)  The  property  tax  burden  in  many  counties  and  municipalities  has 
not  as  yet  reached  levels  which  demand  relief.   The  support  of  state  and  local 
government  as  a  whole  in  North  Carolina  depends  less  on  property  taxation  than 
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in  all  but  two  of  the  states  in  the  Southeast  (South  Carolina  and  Alabama 
being  the  exceptions) . 

(2)  Property  tax  burdens  in  some  counties  and  municipalities,  how- 
ever, particularly  the  large  and  growing  units,  are  rapidly  approaching  the 
levels  found  in  other  parts  of  the  country.   But  the  levy  of  additional  state- 
wide taxes  does  not  seem  appropriate  to  this  Commission,  if  the  proceeds  are 
to  be  allocated  to  these  local  units  not  heavily  burdened  as  well  as  to 
those  with  burdens. 

(3)  Property  taxpayers  as  a  whole  do  not  consider  their  burdens 
oppressive,  as  is  witnessed  by  the  willingness  of  voters  in  many  units  to 
vote  for  additional  property  taxes  for  schools,  libraries,  and  recreation 
programs,  and  to  vote  for  bond  issues  for  projects  they  consider  necessary. 

(4)  It  seems  to  us  somewhat  destructive  of  the  democratic  process 
to  raise  money  at  the  state  level  for  expenditure  at  the  local  level.   Local 
government  will  be  stronger  if  it  retains  some  fiscal  independence  from  the 
state  government.   Also,  people  will  be  better  able  to  voice  their  desires 

as  to  the  proper  balance  between  levels  of  taxation  and  levels  of  expenditure 
if  the  same  officials  levy  the  tax  as  spend  the  money. 

It  is  believed  that  whenever  a  governing  body  (at  whatever  level) 
finds  itself  in  possession  of  a  source  of  substantial  and  recurring  revenue  for 
which  it  does  not  have  to  bear  the  onus  of  making  the  levy,  there  is  a  strong 
tendency  to  be  prodigal  in  the  use  of  the  funds. 

The  differences  in  the  amount  of  effort  required  of  taxpayers  in 
different  counties  to  provide  county  services  is  reflected  in  Table  D-1, 
appearing  in  Appendix  D.   This  table  compares  "effective"  county-wide 
property  tax  rates.   "Effective"  tax  rates  are  computed  by  multiplying  the 
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tax  rate  levied  by  the  ratio  of  assessed  value  to  full  value  of  property. 
Thus,  it  shows  the  rate  which  would  be  required  to  produce  the  same  revenue, 
if  property  were  assessed  at  full  value.   Footnotes  to  the  table  show 
adjustments  where  taxes  are  levied  for  school  districts  which  cover  the  entire 
county.   The  effective  tax  rates  per  $100  of  true,  or  full,  value  (as  adjusted 
for  school  districts)  range  from  a  low  of  43  cents  in  Chatham  County  to  a 
high  of  $1.02  in  Scotland  County. 

It  is  concluded  that  at  the  present  time  many  local  governments  can 
and  should  meet  their  needs  within  the  existing  tax  framework.   Whether  this 
situation  will  continue  indefinitely  is  left  for  analysis  in  the  future,  when 
the  changing  needs  of  the  State  can  be  considered  along  with  the  growing  needs 
of  local  government. 

The  Commission  believes,  however,  that  some  local  governments  do 
need  help  in  the  form  of  alternative  sources  of  revenue,  but  we  cannot  with 
authority  draw  the  line  between  those  that  do  and  those  that  do  not  need  help. 
The  Commission  concluded  that  local  governments  should  be  empowered  to  help 
themselves,  with  local  decision  then  becoming  the  approved  method  for 
determining  where  property  tax  relief  is  needed. 

IT  IS  RECOMMENDED  that  any  board  of  county  commissioners  be 
authorized  to  levy  a  county-wide  sales  tax  at  the  rate  of  1%,  or  to  call  an 
election  on  the  question  of  the  levy  of  a  county-wide  sales  tax  of  1%; 
that  the  additional  1%   tax  be  collected  by  the  North  Carolina  Department  of 
Revenue  along  with,  and  on  the  same  sales  as,  the  present  3%   tax;  that  the 
proceeds  be  divided  between  the  county  and  the  municipalities  in  the  county 
in  proportion  to  their  respective  property  tax  levies,  including  district 
levies,  but  that,  in  making  the  divisions,  levies  which  are  not  substantially 
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collected  be  ignored.   IT  IS  FURTHER  RECOMMENDED  that  in  the  event  the  board 
of  county  commissioners  chooses  not  to  act  on  its  own  motion,  a  county-wide 
referendum  on  the  question  of  the  additional  1%  tax  be  called  upon  petition 
of  voters  equivalent  in  number  to  15%  of  the  voters  who  voted  in  the  county 
in  the  most  recent  election  for  governor.   IT  IS  FURTHER  RECOMMENDED  that  the 
counties  and/or  municipalities  share  the  proceeds  of  this  tax  with  any 
districts  for  whom  they  are  levying  taxes  in  the  proportions  of  the  levies 
for  the  district. 

The  local  option  sales  tax  is  not  new.   It  is  working  successfully 
in  a  number  of  states,  including  California,  Illinois,  Mississippi  and 
Tennessee.   It  can  work  successfully  here  in  those  localities  in  which 
property  taxes  are  believed  to  be  too  high  or  where  substantial  additional 
revenue  is  needed.   There  is  a  trend  throughout  the  country  toward  use  of 
locally  levied,  state  administered  sales  taxes.   Almost  2,400  local  units, 
counties,  municipalities,  and  districts,  were  levying  sales  taxes  throughout 
the  nation  in  1964;  this  is  approximately  half  of  the  total  number  of  local 
units  in  the  United  States.   (Report  of  the  Special  Subcommittee  of  the 
United  States  Congress  on  State  Taxation  of  Interstate  Commerce,  page  843,) 
As  may  be  seen  from  the  following  table,  seventeen  of  the  42  states  levying 
sales  taxes  permit  local  governments  to  levy  sales  taxes.   Nine  of  the  states 
require  state  administration  of  the  local  tax. 

The  Commission  considered  the  possibility  of  allowing  a  municipality 
to  levy  a  1%  sales  tax  in  case  the  county  fails  to  act.   This  was  rejected  on 
the  grounds  that  it  could  place  a  city  in  the  difficult  position  of  choosing 
between  a  needed  revenue  source  and  hurting  in-town  merchants.   Moreover, 
any  city  of  substantial  size  could  trigger  the  referendum  we  have  recommended. 


Table  2, 
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STATES  PERMITTING  LOCAL  OPTION  SALES  TAXES 
GROUPED  ACCORDING  TO  ADMINISTERING  LEVEL  OF  GOVERNMENT 


(as  of  August  1,  1966) 


State 
Collection 
only 

Arkansas 

California 

Illinois 

Mississippi 

New  York 

Oklahoma 

Utah 

Virginia* 

Wyoming 


State 
or  local 
Collection 

Alabama 
Colorado 
New  Mexico 
Tennessee 


Local 
Collection 
)nly 

Arizona 
Louisiana 
Maryland 
New  Jersey 


Note:   The  table  includes  only  those  states  also  levying  a  state  sales 
tax.   Alaska  allows  local  governments  to  impose  sales  taxes, 
but  the  state  levies  no  sales  tax. 

*   Virginia's  state  sales  tax  law  is  effective  September  1,  1966 
and  provides  that  local  sales  taxes  will  be  collected  by  the 
state. 

help  carry  the  election,  and  share  substantially  in  the  resulting  sales  tax 

proceeds. 

The  use  of  property  tax  levies  as  a  means  of  sharing  the  proceeds 
between  the  county  government  and  municipal  governments  within  the  county 
is  the  most  feasible  method  of  determining  the  share  of  each  government. 
First,  it  provides  additional  revenue  to  each  government  in  proportion  to  its 
revenue  needs  which  are  reflected  by  property  tax  levies.   The  only  other 
readily  available  data  which  could  be  used  in  making  this  distribution  is 
population  and  this  is  considered  a  poor  measure  of  need.   Second,  it  permits 
districts,  particularly  school  districts,  to  share  in  the  proceeds. 


Table  D-2  appearing  in  the  Appendix  to  this  report  gives  the 
potential  revenue  which  could  be  realized  by  each  county  and  municipality 
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from  exercising  the  option  to  levy  the  1%  sales  tax  proposed  herein. 

Municipal  Motor  Vehicle 

IT  IS  RECOMMENDED  that  municipalities  be  authorized  to  levy  a  tax 
of  not  more  than  $10  each  on  motor  vehicles  owned  by  resident  individuals  and 
on  motor  vehicles  owned  by  firms  or  companies  if  the  motor  vehicles  are  based 
in  the  municipality  levying  the  tax. 

Municipalities  now  have  the  authority  to  levy  motor  vehicle  licenses 
of  not  more  than  $1  each.   The  impact  of  motor  vehicles  on  the  cost  of  police, 
parking,  streets,  etc.,  is  well  known  and  it  is  felt  that  motor  vehicle  owners 
should  share  the  cost.   It  is  estimated  that  if  all  municipalities  levied  the 
proposed  maximum  of  $10,  the  increased  revenue  would  amount  to  $5,950,000  per 
year. 

Business  and  Occupational  Privilege  Licenses 

Elsewhere  in  this  report  the  Commission  has  recommended  extensive 
amendment  to  Schedule  B  of  the  Revenue  Laws.   These  recommendations  would 
repeal  44  sections  of  Schedule  B  thereby  removing  the  prohibitions  and 
limitations  on  municipal  taxation  of  the  businesses  and  occupations  taxed 
under  these  sections. 

If  these  recommendations  were  adopted,  municipalities  would  be 
given  the  option  of  levying  license  taxes  on  these  businesses  under  the 
general  licensing  power  given  to  municipalities  by  the  General  Assembly. 

Municipalities  could  obtain  in  excess  of  $1,000,000  in  additional 
revenue  per  year  by  levying  taxes  not  in  excess  of  those  now  levied  by  the 
State. 
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Real  Estate  Transfer  Tax 

In  a  later  section  of  this  report  treating  the  State  Board  of 
Assessment,  IT  IS  RECOMMENDED  that  the  State  levy  a  tax  on  the  transfer  of 
real  estate  with  the  proceeds  to  be  retained  by  the  counties.   A  description 
of  this  tax  and  one  explanation  of  the  reasons  for  recommending  it  appear 
in  the  discussion  of  the  State  Board  of  Assessment.   It  is  mentioned  here  to 
point  out  that  the  counties  would  receive  approximately  $800,000  a  year  in 
additional  revenue  from  this  tax. 

Property  Tax  Administration 

Recommendations  made  in  following  portions  of  this  report  dealing 
with  property  tax  administration  would,  if  adopted,  result  in  some  increases 
in  the  property  tax  bases  of  counties  and  municipalities.   These  increases 
would  result  if  the  property  of  airlines,  trucking  companies,  bus  companies 
and  pipeline  companies  were  assessed  by  the  State  Board  of  Assessment  as  is 
recommended. 

Estimates  of  Effect  Upon  Revenue 

Table  C-2,  appearing  in  the  Appendix,  shows  the  estimated  effect 
upon  county  and  municipal  revenue  of  the  recommendations  of  this  Commission. 


-  69 


THE  PROPERTY  TAX 

The  Commission  devoted  much  time  to  study  and  discussion  of  the  local 
property  tax.   Many  suggestions  were  made  at  the  public  hearings  concerning 
this  tax,  and  the  Commission  received  substantial  correspondence  touching  on 
various  aspects  of  property  taxation.   In  addition,  members  of  the  Commission, 
from  their  varied  experiences,  had  ideas  of  their  own.   In  the  course  of  its 
study,  the  Commission  encountered  some  objections  to  the  property  tax,  other 
than  specific  requests  for  exemption  or  rate  reduction,  which  appear  valid. 
Some  of  these  are: 

(1)  It  is  a  most  difficult  tax  to  administer  well,  due  to  the 
inexactness  of  the  valuation  process.   Although  many  aids  are  available  to 
the  assessor,  he  must,  in  the  final  analysis,  exercise  his  best  judgment  as 
to  the  value  of  each  piece  of  property.   And  most  trying  to  the  administrator, 
he  cannot  "prove"  to  the  satisfaction  of  the  owner  the  correctness  of  the 
value.   For  certain  types  of  tangible  personal  property  (household  furnishings 
and  clothing  in  particular)  the  legal  standard  of  fair  market  value,  based  as 
it  is  on  the  theory  of  the  willing  buyer  and  the  willing  seller —  which  in 
truth  do  not  exist,  is  impossible  to  determine. 

(2)  Its  impact  has  no  approximate  relationship  to  income.   It  is 
argued  that  all  taxes  must  be  paid  out  of  income  unless  there  is  an  impainnent 
of  the  capital  of  the  taxpayer.   Further,  much  property  produces  no  income — 
only  promise  of  eventual  income  or  capital  gain,  in  which  case  a  heavy  tax 
may  force  the  owner  to  sell. 

(3)  It  is  slow  in  responding  to  economic  change.   Real  property  is 
revalued  under  the  statutes  only  every  eight  years.   (Of  course,  this  slow 
response  can  be  an  advantage  to  the  taxing  officials  during  recessions.) 
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In  spite  of  the  problems  inherent  in  the  taxation  of  property,  the 
Commission  concluded  that  it  has  its  place  in  the  tax  structure  of  North 
Carolina.   It  has  been  and  will  remain  the  mainstay  of  local  government 
finances,  and  there  are  sound  reasons  for  this.   It  is  a  tax  which  lends 
itself  to  local  administration.   Moreover,  many  local  services  such  as  street 
construction,  maintenance,  drainage  and  cleaning;  water  and  sewer  services; 
fire  protection;  and  to  a  lesser  extent  police  protection  have  a  direct 
relationship  to  ownership  of  property,  in  that  benefits  from  these  services 
vary  according  to  the  amount  and  value  of  property.   The  fact  that  the  tax 
provides  almost  $260  million  in  revenue,  more  than  any  other  tax,  state  or 
local,  makes  it  virtually  impossible  to  replace  and  difficult  to  reduce 
materially. 

There  is  another  aspect  to  consider.   In  theory,  spreading  taxation 
over  many  types  of  taxes  with  different  bases  and  with  relatively  low  rates 
makes  a  tax  structure  more  equitable  and  places  a  lower  premium  on  evasion 
of  any  tax;  where  an  injustice  occurs  in  one  tax,  its  impact  is  less  severe, 
and  it  may  be  offset  by  the  mechanics  of  other  taxes.   The  property  tax 
provides  a  base  which  is  broad  and  touches  all  segments  of  the  economy. 
It  provides  a  compliment  to  taxes  measured  by  income,  by  sales  volume  and  by 
quantity  (e.g.,  the  gasoline  tax  and  beer  and  wine  taxes). 

North  Carolina  depends  less  on  property  taxes  than  many  other  states. 
Only  2.1%   of  State  and  local  tax  revenue  in  North  Carolina  is  provided  by 
property  taxes,  compared  to  447o  in  the  United  States  as  a  whole.   The 
Commission  believes  that  this  low  dependency  on  property  taxation  is 
desirable  because  of  the  problems  noted  above.   It  also  believes  that  the 
dependence  on  property  taxation  elsewhere  in  the  country  is  likely  to  decline 
in  the  years  ahead,  as  there  is  a  continuing  strong  trend  to  broadly  based 
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consumer  taxes  throughout  the  nation. 

-    The  Commission  concluded  that,  because  of  the  difficulties  with  the 
administration  of  the  property  tax,  it  is  not  in  the  interest  of  the  State  to 
increase  state  and  local  dependence  on  this  revenue  source,  and  that,  if 
additional  revenues  are  needed  to  finance  state  and  local  governments,  other 
sources  should  be  developed.   The  Commission  also  concluded  that,  since  the 
property  tax  is  the  mainstay  of  local  government  finance,  its  productivity 
should  not  be  diminished  by  reduction  in  the  tax  base  either  by  exemption  or 
special  classification.   It  is  recognized  that  the  impact  of  property  taxation 
in  cettain  situations  may  be  a  deterrent  to  industrial  development,  and  in 
fact  certain  recommendations  of  this  Commission  are  based  on  conclusions  to 
this  effect.   Exemptions  and  special  classifications,  however,  should  be  kept 
to  a  minimum. 

Property  Tax  Administration 

Although  the  Commission  concluded  that  no  basic  changes  should  be 
made  in  the  property  tax,  that  no  additional  exemptions  are  in  order,  and 
that  substitute  revenue  to  provide  for  general  reduction  in  property  tax 
rates  are  neither  feasible  nor  desirable,  the  Commission  found  that  property 
tax  administration  and  the  laws  governing  it  do  need  attention. 

The  assessment  of  all  real  estate  and  tangible  personal  property, 
other  than  certain  property  of  public  service  companies,  is  the  responsibility 
of  and  resides  in  the  boards  of  county  commissioners  and  the  county  tax 
supervisors.   Local  officials  have  made  marked  and  continuing  progress  in 
improving  the  quality  of  property  tax  administration  and  are  to  be  commended 
for  their  efforts  in  this  direction.   They  are  urged  to  continue  their  efforts 
to  make  assessment  of  property  as  fair  and  equitable  as  is  within  their  power. 
As  the  quality  of  assessment  improves,  the  irritations  and  objections  to  the 
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property  tax  tend  to  subside.   The  Statutes  provide  for  appeal  to  the  State 
Board  of  Assessment  by  taxpayers  not  satisfied  with  the  action  of  the  county 
in  the  assessment  of  their  property.   Notice  of  appeal  must  be  given  within 
sixty  days  of  adjournment  of  the  County  Board  of  Equalization  and  Review. 
No  present  provision  assures  the  taxpayer  of  notice  of  the  decision  of  the 
County  Board  from  which  he  can  appeal  if  the  county  makes  no  change  in  the 
value.   This  lack  of  notice  could  deny  the  right  of  appeal  on  a  technicality. 
IT  IS  RECOMMENDED  that  County  Boards  of  Equalization  and  Review  be  required 
to  notify  taxpayers,  by  mail,  of  the  decisions  made  by  the  Board  on  appeals 
within  thirty  days  after  adjournment  of  the  Board. 

The  State  Board  of  Assessment 

The  Commission  reached  the  decision  early  in  its  study  that  the 
organization  and  responsibilities  of  the  State  Board  of  Assessment  should  be 
carefully  examined. 

The  State  Board  of  Assessment  is  presently  composed  of  four  ex-officio 
members. 

The  Chairman  is  the  Commissioner  of  Revenue,  and  the  members  are  the 
Director  of  Local  Government  (State  Treasurer),  the  Chairman  of  the  Utilities 
Commission,  and  the  Director  of  the  Department  of  Tax  Research.   The  Board  has 
no  staff  or  budget  of  its  own  and  its  expenses  are  paid  from  appropriations  to 
the  Department  of  Revenue. 

By  statute  the  State  Board  of  Assessment  has  three  major  responsibi- 
lities:  (1)   to  assess  certain  property  of  public  service  companies  and  allo- 
cate the  assessments  among  the  local  units ;   (2)   to  serve  as  a  board  of  appeals 
for  taxpayers  dissatisfied  with  action  taken  by  local  tax  officials;  and  (3)   to 
advise  with  local  tax  officials  and  supervise  the  entire  property  tax  system. 
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The  Conunission  found  that  the  Board  is  performing  the  first  two  functions 
as  well  as  may  be  within  the  limitations  of  the  present  statutes.   The  third 
function,  advising  with  local  offices  and  supervision  of  local  property  tax 
administration,  has  been  neglected.   The  neglect  is  traditional;  the  powers 
of  supervision  has  never  been  exercised.   This  is  due  partly  to  a  general 
feeling  that  the  State  should  stay  out  of  local  affairs,  partly  to  lack  of 
an  independent  staff  and  budget,  and  partly  to  a  lack  of  specific  require- 
ments in  the  statutes. 

The  Commission  believes  that  fresh  direction  from  the  General 
Assembly  combined  with  a  staff  and  appropriation  of  its  own,  would  materially 
aid  the  Board  in  the  performance  of  these  and  other  duties  recommended 
herein, 

IT  IS  RECOMMENDED  that  the  State  Board  of  Assessment  be  provided  a 
full-time  staff  and  a  separate  appropriation. 

County  assessors  are  usually  well  equipped  to  value  the  more 
ordinary  types  of  property,  particularly  those  types  for  which  there  are 
numerous  sales  -  residential  property,  small  commercial  establishments, 
farms,  etc.   They  are  not  as  well  equipped  to  assess  unusual  types  of  prop- 
erty or  property  where  special  problems  exist.   For  example,  the  valuation 
of  cemeteries  is  complicated  by  the  exemption  of  burial  plots  which  have  been 
sold,  the  perpetual  care  of  graves  contained  in  most  contracts  for  purchase 
of  burial  lots,  and  the  long  period  over  which  the  development  of  cemetery 
property  and  the  sale  of  burial  plots  is  spread.   The  Commission  believes 
that  much  assistance  in  handling  special  problems  could  be  given  to  local 
tax  assessors  by  competent  valuation  and  appraisal  specialists  working  on 
a  state-wide  basis.   It  also  believes  that  such  specialists  should  be 
employed  by  the  State  Board  of  Assessment,   A  staff  would  enable  the  Board 
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to  perforin  the  responsibility  of  advising  with  and  assisting  local  property 
tax  administrators.   IT  IS  RECOMMENDED  that  the  Board  be  provided  a  staff 
of  valuation  and  appraisal  specialists,  headed  by  an  administrative  officer 
appointed  by  the  Commissioner  of  Revenue,  after  consultation  with  the  Board, 
and  serving  at  the  pleasure  of  the  Board. 


As  the  work  of  the  State  Board  of  Assessment  is  primarily  intended 
to  assist  local  units,  it  is  believed  that  the  local  units  should  bear  the 
cost.   If  they  bear  the  cost,  they  will,  in  turn,  have  a  voice  concerning 
the  adequacy  of  the  staff.   IT  IS  RECOMMENDED  that  the  expenses  of  the  State 
Board  of  Assessment  be  paid  from  the  proceeds  of  the  intangible  personal 
property  tax. 

The  General  Assembly  of  1959,  on  the  recommendation  of  an  earlier 
Tax  Study  Commission,  authorized  boards  of  county  commissioners  to  adopt 
ratios,  or  percentages,  at  which  they  assess  property.   The  only  requirement 
imposed  was  that  the  ratio  be  uniformly  applied  to  all  property  in  the 
county.   This  makes  assessment  at  less  than  market  value  legally  acceptable. 
Use  of  ratios  by  the  counties  has  enabled  the  State  Board  of  Assessment  to 
use  these  ratios  in  the  assessment  of  utility  property.   The  1959  Statute 
intended  that  "appraised"  values,  to  which  the  ratios  are  applied,  be  "true 
value"  or  "full  value"  at  which  the  properties  could  be  sold  to  a  willing 
buyer  by  a  willing  seller.   It  appears  that  in  some  counties  the  appraised 
values  to  which  the  ratios  are  applied  in  obtaining  assessed  values  are 
somewhat  less  than  true  value.   During  the  public  hearings,  representatives 
of  public  utility  companies  asserted  that  some  of  the  ratios  are  substantial- 
ly in  error  and  that  appraised  values  in  some  counties  are  as  low  as  707o  of 
true  value.   If  the  ratio  is  then  applied  to  this  low  appraised  value,  it 
discriminates  against  those  utilities  having  property  in  the  county,  because 
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the  ratio  is  applied  to  the  full  value  of  utility  property.   The  Commission 
believes  that  a  continuing  study  of  the  true  ratio  between  assessed  values 
and  current  market  values  should  be  conducted  by  the  State  Board  of  Assess- 
ment.  If  the  ratio  determined  by  such  a  study  indicated  that  the  official 
ratio  of  the  county  were  substantially  out  of  line  with  fact,  the  State 
Board  of  Assessment  should  be  empowered  to  use  the  true  rather  than  the 
official  ratio  in  assessing  utility  property. 

There  are  other  benefits  from  a  ratio  study  than  the  equalization 
of  utility  values,   A  ratio  study  would  reveal  the  competence  with  which 
professional  appraisal  companies  operating  in  the  state  make  their  appraisals 
It  would  also  be  an  indication  to  the  general  public  of  the  degree  of  equity 
or  inequity  involved  in  property  taxation  in  a  county.   Measures  of  disper- 
sion which  show  just  how  accurately  property  was  being  valued  in  a  given 
county  would  be  computed  in  the  course  of  a  ratio  study.   IT  IS  RECOMMENDED 
that  the  State  Board  of  Assessment  conduct  studies  of  ratios  of  appraised 
value  to  market  value  of  property  following  general  reappraisal  of  real 
estate  in  each  county.   IT  IS  ALSO  RECOMMENDED  that  the  State  Board  of 
Assessment  be  directed  to  maintain  a  register  of  professional  appraisal  firms 
This  would  be  done  so  that  county  officials  may  have  a  source  of  information 
concerning  these  firms  and  their  work.   The  Commission  has  prepared  a  draft 
of  a  bill  to  carry  out  these  recommendations.   This  draft  appears  in  the 
Appendix . 
Assessment  of  Public  Service  Companies 

Another  function  of  the  State  Board  of  Assessment  which  received 
considerable  attention  from  the  Commission  is  the  assessment  of  property  of 
public  service  companies  by  the  State  Board  of  Assessment .   The  present 
statutes  were  written  many  years  ago  (much  of  the  language  dates  back  to  the 
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19th  Century).   They  speak  the  language  of  another  day;  they  are  ambiguous. 
Experience  has  suggested  better  procedures  for  assessing  public  service 
company  property  and  allocating  values  to  local  units.   Changing  technology 
has  also  rendered  some  portions  of  the  statutes  obsolete.   Moreover,  develop- 
ments in  the  taxation  of  airlines  and  motor  carriers  has  suggested  that 
fairness  to  both  carriers  and  property  taxpayers  in  general  calls  for 
assessment  by  the  Board. 

The  Commission  has  prepared  a  draft  of  a  bill  to  clarify  and 
modernize  the  law.   Generally  speaking,  the  draft  calls  for  assessment  of 
operating  property  of  railroads  and  utilities  along  existing  lines,  proposes 
new  provisions  for  assessment  of  rolling  stock  and  flight  equipment  of 
carriers,  and  proposes  the  addition  of  transportation  pipelines  to  the 
companies  assessed  by  the  Board.   The  bill  also  provides  for  notice  to  all 
public  service  companies  of  proposed  values;  for  hearing  before  the  Board 
on  the  proposed  value  if  requested  by  the  company;  and  for  appeal  to  the 
Superior  Court  if  the  final  valuation  is  considered  unfair  by  the  taxpayer. 

Under  present  North  Carolina  law,  properties  of  motor  carriers 
and  air  carriers  are  assessed  locally.   There  is  no  real  problem  in  deter- 
mining the  value  of  their  property,  but  under  the  North  Carolina  law  the 
situs  of  movable  tangible  personal  property  is  the  place  of  residence  of  the 
owner.   Thus,  all  of  the  vehicles  of  trucking  firms  based  in  North  Carolina 
are  taxable  in  the  county  in  which  the  business  is  located  unless  the 
vehicles  are  stationed  in  some  other  county.   Thus,  over- the- road  trucks 
are  all  taxable  in  the  home  county,  while  trucks  stationed  at  a  terminal 
to  deliver  locally  are  taxable  in  the  county  in  which  the  terminal  is 
located.   This  presents  three  problems.   First,  the  North  Carolina  counties 
and  municipalities  are  unable  to  tax  any  of  the  over-the-road  rolling  stock 
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of  trucking  firms  based  outside  of  North  Carolina;  second,  counties  (other 
than  the  home  county)  in  which  substantial  terminals  of  North  Carolina  based 
trucking  firms  are  located  are  unable  to  tax  any  of  the  over-the-road  rolling 
stock  of  these  companies;  and  third,  trucking  companies  based  in  North 
Carolina  are  exposed  to  the  threat  of  double  taxation  on  their  vehicles. 
The  county  in  which  they  are  based  can  tax  all  of  their  vehicles.   Other 
states  through  which  they  operate  can  (some  do  and  others  will  probably 
follow  suit)  tax  a  portion  of  the  trucks  under  laws  of  those  states  through 
use  of  an  allocation  formula.   The  same  is  true  of  air  carriers  in  that 
North  Carolina  counties  are  unable  to  tax  any  portion  of  their  flight 
equipment  unless  their  home  base  is  in  North  Carolina.   The  Commission 
concluded  that   he  flight  equipment  of  air  carriers  and  the  rolling  stock  of 
motor  carriers  should  be  centrally  assessed  by  the  State  Board  of  Assessment 
using  a  formula  for  apportioning  the  value  of  such  equipment  to  the  State 
and  to  distribute  the  value  among  the  various  taxing  jurisdictions  in  which 
each  carrier  has  a  terminal. 

Transportation  pipelines,  engaged  in  the  business  of  transporting 
petroleum  products  for  a  fee,  were  formerly  assessed  by  the  State  Board  of 
Assessment.   Recently,  it  was  ruled  that  because  of  a  technicality  in  the 
law  transportation  pipelines  are  not  to  be  centrally  assessed.   The  aggregate 
of  the  locally  assessed  values  placed  on  the  segments  of  the  physical  property 
of  these  pipelines  is  considerably  less  than  the  value  which  the  State  Board 
previously  placed  on  the  total  property  in  the  State.   This  resulted  from 
the  fact  that  the  value  of  the  franchise  is  reflected  in  the  value  set 
by  the  State  Board  of  Assessment.   Railroads,  natural  gas  pipelines  and 
other  public  service  companies  are  now  centrally  assessed;  it  is  proposed 
herein  that  certain  property  of  motor  carriers  and  air  carriers  be  centrally 
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assessed.   Therefore,  the  Commission  concluded  that  the  property  of  pipelines 
should  also  be  centrally  assessed  by  the  State  Board  of  Assessment.   IT  IS 
RECOMMENDED  that  Article  26  of  Chapter  105  be  rewritten  along  the  lines 
proposed  in  the  draft  contained  in  the  Appendix  to  this  report. 
Real  Estate  Transfer  Tax 

The  Commission  has  recommended  above  that  a  continuing  ratio  study 
be  carried  out  by  the  State  Board  of  Assessment  (see  page  75)    in  order  to 
make  a  meaningful  study  of  assessment  ratios,  it  is  necessary  to  have  sales 
prices  of  property  sold.   Under  present  federal  law  a  tax  of  55^  per  $500  of 
total  sale  price  is  levied  on  the  transfer  of  real  estate.   Stamps  are  placed 
on  the  deed  to  reflect  the  amount  of  the  tax  from  which,  in  turn,  the  sale 
price  can  be  determined.   These  indicated  sales  prices  are  widely  used  by 
other  states  in  the  conduct  of  ratio  studies.   These  indicated  sales  prices 
are  also  used  in  North  Carolina  by  county  assessors  in  establishing  stan- 
dards of  value  to  be  used  in  valuing  different  types  of  real  estate.   The 
tax  stamps  have  become  an  invaluable  tool  to  assessors,  and  they  are  also 
being  used  as  an  indication  of  value  by  persons  appealing  the  value  of  their 
own  property.   It  is  recognized  that  there  are  instances  when  an  improper 
amount  of  stamps  is  placed  on  the  deed.   There  are  other  instances  when  the 
sale  price  is  not  representative  of  the  market  value  because  of  the  nature 
of  the  sale.   In  conducting  a  ratio  study  such  transactions  are  eliminated 
when  they  are  discovered.  Also,  as  these  instances  are  relatively  few  in 
number,  they  should  not  materially  distort  the  results  of  a  ratio  study  even 
when  overlooked.   Congress  has  repealed  the  federal  tax  on  transfers  of  real 
estate,  effective  January  1,  1968.   The  Advisory  Commission  on  Intergovern- 
mental Relations,  which  recommended  the  repeal  has  stated  that  the  sole 
reason  for  repeal  was  to  enable  the  states  to  move  into  this  area  of 
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taxation,  and  the  Advisory  Commission  has  strongly  urged  that  all  states 
do  so.   In  the  absence  of  a  state  tax  on  real  estate  transfers,  the  counties 
lose  a  much  needed  tool ,  there  would  be  no  accurate  way  to  conduct  a  ratio 
study  without  prohibitive  expense,  and  evidence  would  be  lacking  which 
is  frequently  useful  in  litigations  involving  the  value  of  property. 

IT  IS  RECOMMENDED  that  a  tax  on  transfers  of  real  estate  be  enacted. 


that  the  rate  be  50^  on  each  $500.00  of  the  total  sale  price,  that  the  parties 
to  the  sale  be  required  to  make  an  affidavit  as  to  the  total  consideration, 
that  stamps  be  sold  by  the  county  registrar  of  deeds  and  that  the  proceeds 
of  the  sale  of  these  stamps  be  retained  by  the  county.   It  is  estimated 
that  counties  would  receive  $800,000  per  year  in  additional  revenue  from  a 
tax  on  real  estate  transfers. 
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PROPOSED  CONSTITUTIONAL  AMENDMENT  RELATIVE  TO 
INCOME  TAX  PERSONAL  EXEMPTIONS 


The  Commission  received  a  number  of  suggestions  that  the  personal 
exemptions  allowed  under  the  individual  income  tax  laws  should  be  on  a  per 
person  basis  similar  to  that  used  by  the  federal  government,  rather  than  on 
the  present  complicated  system.   This  cannot  be  done  under  the  North  Carolina 
Constitution.   The  Constitution  authorizes  the  General  Assembly  to  levy  an 
income  tax  but  provides  that  ".o. there  shall  be  allowed  the  following  exemp- 
tions, to  be  deducted  from  the  amount  of  annual  incomes,  to-wit:   for  a 
married  man  with  a  wife  living  with  him,  or  to  a  widow  or  widower  having 
minor  child  or  children,  natural  or  adopted,  not  less  than  two  thousand 
dollars  ($2,000.00) ;  to  all  other  persons  not  less  than  one  thousand  dollars 
($1,000.00)..."  Thus,  a  $2,000  personal  exemption  to  a  married  man  is 
guaranteed  by  the  present  Constitution  as  is  a  $1,000  personal  exemption  to 
a  single  person.  The  Constitution,  as  presently  interpreted,  also  grants  a 
minimum  exemption  of  $1,000  to  married  women  with  separate  income  as  they  are 
'other  persons." 

Married  women  having  separate  incomes  receive  a  $1,000  exemption 
in  addition  to  the  husband's  $2,000  exemption,  making  a  total  exemption  of 
$3,000  for  a  married  couple  with  both  spouses  having  income.   On  the  other 
hand,  the  married  couple  with  only  one  spouse  having  income  is  entitled  to 
only  $2,000  exemption.   This  has  caused  much  complaint.   Further,  the  present 
system  of  allowing  exemptions  causes  much  dissatisfaction  among  persons  who 
feel  that  they,  for  one  reason  or  another,  should  be  entitled  to  a  $2,000 
personal  exemption.   The  federal  system  of  allowing  a  fixed  exemption  ($600) 
for  each  taxpayer,  spouse,  dependent,  etc.  makes  for  easier  computation  of 
personal  exemption  and  makes  for  a  less  complicated  law.   It  is  also 
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desirable  to  make  the  North  Carolina  law  conform  to  the  federal  law  wherever 
possible.   The  Commission  concluded  that  the  Constitution  should  be  amended 
to  delete  the  minimum  personal  exemptions  and  to  authorize  the  General 
Assembly  to  set  or  fix  the  amount  of  such  exemptions.   If  the  Constitution 
were  amended  in  this  fashion  and  the  General  Assembly  adopted  the  present 
federal  exemptions  of  $600  each,  the  General  Assembly  would  be  able  to 
reduce  the  income  tax  rates  and  still  provide  the  same  amount  of  revenue. 
IT  IS  RECOMMENDED  that  the  Constitution  be  amended  by  deleting  the  minimum 
income  tax  exemptions  and  by  authorizing  the  General  Assembly  to  fix  such 
exemptions. 

If  the  constitutional  amendment  recommended  herein  were  proposed  by  the 
General  Assembly,  it  would  be  referred  to  the  electorate  in  the  general 
election  in  1968.   The  General  Assembly  of  1969  would  then  be  able  to  adopt 
a  new  schedule  of  personal  exemptions  effective  for  the  1969  income  year. 
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TECHNICAL  AMENDMENTS  TO  REVENUE  LAWS 

The  Commissioner  of  Revenue  by  invitation  submitted  a  number  of 
proposals  for  amendments  to  the  Revenue  Laws  to  the  Commission  for  its 
consideration.   These  proposals  were  designated  as  "technical"  amendments 
as  they  were  not  proposed  to  provide  additional  revenue  or  to  provide 
tax  relief  to  any  group  or  groups.   There  might  be  some  resulting  effect 
upon  revenue  from  various  changes,  but,  on  the  whole,  these  amendments 
are  to  make  the  Revenue  Laws  conform  more  closely  to  the  Federal  law, 
to  clarify  provisions  which  are  ambiguous  or  where  problems  have  arisen 
in  administering  the  law,  to  eliminate  inequities,  to  simplify  the  law, 
to  provide  law  in  places  where  it  is  now  lacking,  to  eliminate  conflicts 
in  the  law,  and  to  provide  a  more  equitable  allocation  and  apportionment 
formula. 

After  a  careful  study  of  each  of  the  proposals,  this  Commission  approved 
these  proposals  as  presented  by  the  Commissioner  of  Revenue  and  RECOMMENDS 
that  these  proposals  be  enacted  into  law.   Changes  were  proposed  in  nine 
different  tax  articles,  but  in  the  interest  of  brevity  only  the  more 
significant  will  be  discussed  here. 

Income  Tax 

A.   Separate  Income  Tax  Laws 

Two  of  the  most  important  "technical"  amendments  are  a  separation  of 
the  corporation  income  tax  law  from  the  individual  income  tax  law  and  the 
proposed  new  allocation  law.   Under  the  present  law,  the  corporation  income 
tax  and  the  individual  income  tax  are  combined  in  one  article  and  the 
proposed  rewrite  shortens  and  simplifies  the  income  tax  laws  dealing  with 
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corporations  through  the  elimination  of  those  provisions  pertaining  only  to 
individuals.   The  rewrite  also  provides  for  closer  conformity  between  North 
Carolina  law  and  Federal  law  as  the  total  net  income  of  the  corporation  will 
be  computed  with  reference  to  the  Federal  Code.   Separate  income  tax  laws 
and  computation  of  net  income  with  reference  to  the  Federal  Code  will  lessen 
the  work  and  expense  involved  in  the  preparation  and  filing  of  returns  and 
will  eliminate  the  necessity  of  mastering  two  tax  laws. 

B.   Corporation  Allocation  Formula 

The  proposed  law  would  bring  the  allocation  provisions  of  the  North 
Carolina  law  closer  in  conformity  with  the  uniform  allocation  formula 
proposed  by  the  National  Conference  of  Commissioners  on  Uniform  State  Laws 
and  various  national  tax  organizations  while  at  the  same  time  retaining 
the  distinctive  features  of  the  North  Carolina  law  which  are  considered 
more  advantageous  to  businesses  manufacturing  in  the  state  than  the  uniform 
law.   Greater  conformity  with  the  Uniform  Apportionment  Act  is  becoming 
more  important  as  pressure  is  being  exerted  on  Congress  to  compel  conformity 
between  states  by  enacting  a  Federal  Apportionment  Law.   Bills  have  been 
introduced  in  Congress  which  if  enacted  would  regulate  the  taxation  by 
states  of  corporations  engaged  in  interstate  commerce.   It  is  believed 
that  if  the  states  take  the  initiative  and  adopt  a  uniform  allocation 
formula,  Congressional  action  in  the  field  of  state  taxation  may  be 
forestalled. 

The  proposed  rewrite  of  the  allocation  and  apportionment  sections  of 
the  corporation  law  provides  in  general  for  the  following: 

(1)   That  contractors,  real  estate  companies,  hotel  operators, 
and  similar  companies  allocate  their  income  to  North  Carolina 
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by  use  of  the  three-factor  formula  of  property,  payroll,  and 
sales.   Under  the  present  law  such  companies  apportion  their 
income  to  this  State  by  use  of  the  gross  receipts  ratio  which 
does  not  give  recognition  in  the  formula  to  the  activities 
of  personnel  and  investment  in  property  within  the  State. 

(2)  That  in  determining  the  property  factor  the  original 
cost  of  property  be  used  rather  than  the  depreciated  book 
value  presently  provided  for  under  the  Statute,  and  that 
the  beginning  of  the  year  and  end  of  the  year  property 
values  be  averaged.   The  inclusion  of  the  original  cost 

is  preferable  to  depreciated  cost  as  the  basis  of  the  prop- 
erty factor,  because  it  will  reflect  contributions  to  the 
earnings  attributable  to  old  and  new  property  with  less  dis- 
tortion.  The  averaging  of  property  values  would  also  be  more 
equitable  in  that  it  would  give  a  more  realistic  value  of 
the  investment  in  this  State  within  the  tax  period. 

(3)  That  the  sales  factor  include  all  receipts  of  a  unitary 
nature  in  determining  the  numerator  and  denominator  of  the 
factor.   This  proposal  will  give  weight  in  the  formula  to 
income  from  dividends,  interest,  and  other  business  income 
subject  to  apportionment  whereas  under  the  present  law  only 
rents  received  from  tangible  personal  property  and  sales 

of  tangible  personal  property  are  includable  in  the  sales 
factor. 

(4)  A  provision  is  also  incorporated  in  the  proposed  law 
giving  the  Commissioner  the  authority  to  require  a  corpo- 
ration to  report  its  income  to  North  Carolina  on  a  separate 
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accounting  basis  if  he  finds  as  a  matter  of  fact  that 
the  income  allocated  to  this  State  by  the  regular 
statutory  formula  is  substantially  less  than  is  reason- 
ably attributable  to  the  corporation's  business  in  this 
State. 

C.  Regulated  Investment  Companies  and  Real  Estate  Investment  Trusts 

Under  the  proposed  law  the  limited  exemption  feature  now  afforded 
regulated  investment  companies  and  real  estate  investment  trusts  will  be 
extended  to  such  trusts  organized  outside  North  Carolina.   Presently 
regulated  investment  companies  and  real  estate  investment  trusts  doing 
business  in  North  Carolina  but  not  organized  under  the  laws  of  North 
Carolina  are  required  to  report  their  income  to  North  Carolina  the  same 
as  a  regular  business  corporation.   This  amendment  will  place  regulated 
investment  companies  and  real  estate  investment  trusts  organized  outside 
North  Carolina  on  the  same  reporting  basis  as  those  organized  in  this  State. 

D.  Deductions  from  Income 

In  determining  net  income  several  changes  were  proposed  which  will 
correct  inequities  in  the  present  law.   A  deduction  for  interest  paid  to 
or  guaranteed  by  a  parent  corporation  will  be  allowed  in  computing  the  net 
income  of  a  subsidiary  or  an  affiliated  corporation.   Under  the  present 
law,  interest  paid  to  or  guaranteed  by  a  parent  corporation  on  indebtedness 
by  a  subsidiary  is  only  deductible  by  the  subsidiary  or  affiliated  corpo- 
ration in  the  proportion  that  the  borrowed  capital  of  the  parent  corporation 
relates  to  its  total  assets.   Under  the  proposed  law  the  interest  payments 
must  be  reasonable.   Payments  in  excess  of  a  rate  of  6%   would  be  considered 
excessive. 
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The  proposed  law  eliminates  the  double  taxation  inequity  existing  under 
the  present  law  in  cases  where  a  corporation  sells  its  assets  in  liquidation. 
Under  the  proposed  law,  corporations  liquidating  in  accordance  with  the 
provisions  under  Section  337  of  the  Internal  Revenue  Code  would  be  exempt 
on  gains  realized  from  the  sale  of  assets  except  that  portion  of  the  gains 
which  would  be  attributable  to  nonresident  stockholders. 

Percentage  depletion  of  57o  would  be  an  allowable  deduction  under  the 
proposed  law  for  the  quarrying  of  sand  and  gravel.   Under  the  present  law 
taxpayers  engaged  in  the  business  of  quarrying  and  mining  sand  and  gravel 
must  compute  their  depletion  on  a  cost  basis,  while  other  taxpayers  engaged 
in  mining  and  producing  other  minerals  such  as  gas,  oil,  coal,  etc.,  are 
permitted  a  percentage  depletion  deduction.   This  proposed  amendment  would 
eliminate  a  discriminatory  provision  and  would  bring  the  North  Carolina 
law  closer  to  conforming  with  the  Federal  law, 

E.   Trust  and  Estate  Income  -  Individual  Income  Tax 

The  Commissioner  of  Revenue  recommended  a  complete  rewrite  of  the 
income  tax  statutes  relating  to  trust  and  estate  income  as  the  present 
statute  is  very  limited  and  this  type  income  has  been  taxed  principally  on 
the  basis  of  administrative  rulings  and  opinions. 

Under  the  present  statutory  provisions  certain  inequities  exist  in 
the  taxing  of  life  beneficiaries,  remaindermen,  and  grantors  of  trusts  and 
estates.   Much  confusion  results  not  only  from  the  lack  of  adequate  statu- 
tory provisions  but  also  from  the  numerous  differences  in  the  method  of 
taxing  trust  and  estate  income  for  Federal  and  State  purposes.   The  principal 
reason  for  the  inequities  in  the  State  administration  is  the  failure  of  the 
law  to  recognize  the  "conduit  theory."   The  gross  income  of  an  estate  or 
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trust  is  generally  determined  in  the  same  manner  as  for  an  individual, 
and  the  general  principle  of  taxing  trusts  and  estates  is  that  all  income 
of  whatever  kind  and  from  whatever  source  derived  (other  than  income 
specifically  exempt  by  statute)  is  taxable  to  someone  -  either  to  the 
ficuciary  or  to  the  beneficiary.   Under  the  "conduit  theory"  the  income 
retains  its  same  character,  and  the  taxpayer  is  allowed  credits,  exclusions, 
or  other  privileges  attaching  to  income  on  which  the  tax  is  imposed.   The 
Internal  Revenue  Code  recognizes  the  "conduit  theory"  in  the  Federal  taxa- 
tion of  trust  and  estate  income.   Under  North  Carolina  law  the  income  is 
reportable  on  the  basis  of  being  distributed  or  distributable,  and  the 
income  does  not  retain  the  same  character  as  it  had  in  the  trust  or  estate. 
For  example,  even  though  a  will  or  trust  instrument  provides  that  dividends 
shall  be  distributed  to  a  beneficiary  while  a  gain  from  the  sale  of  trust 
corpus  and  other  types  of  income  shall  be  retained  in  the  trust,  the  income 
actually  distributed  is  taxed  on  the  basis  that  the  beneficiary  received 
not  just  dividend  income  but  a  proportionate  share  of  all  types  of  income 
of  the  trust.   Often  a  beneficiary  is  taxed  on  a  type  of  income  which  is 
not  required  to  be  distributed  to  him  under  the  governing  instrument,  and 
he  is  denied  certain  deductions  relating  to  the  type  of  income  taxed.   Under 
the  present  law  when  one  beneficiary  receives  rental  income  and  another 
beneficiary  receives  dividend  income,  the  beneficiary  with  the  dividend  in- 
come actually  has  the  benefit  of  a  depreciation  deduction  to  which  he 
should  not  be  entitled,  whereas  the  beneficiary  with  the  rental  income 
does  not  benefit  from  the  full  depreciation  deduction. 

The  statute  specifically  provides  for  the  allocation  of  deductible 
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dividends  between  the  beneficiaries  and  the  trust  based  on  the  ratio 
of  deductible  dividends  to  the  net  income  of  the  trust.   Even  though  a  will 
or  trust  instrument  provides  for  the  distribution  of  dividends  to  the 
income  beneficiaries  and  the  retention  of  gains  from  the  sale  or  exchange 
of  trust  corpus  for  future  distribution,  there  must  still  be  an  alloca- 
tion of  the  deductible  portion  of  the  dividends  between  the  trust  and 
the  beneficiaries;  thus  the  taxpayer  who  is  taxed  on  the  dividend  income 
is  denied  the  full  benefit  of  the  dividend  deduction. 

There  is  no  provision  in  the  North  Carolina  law  allowing  a  trust 
or  estate  to  deduct  income  paid  or  permanently  set  aside  for  charitable 
purposes  or  for  future  distribution  to  a  charitable  organization.   Any 
deduction  for  this  must  be  based  upon  an  administrative  determination  under 
present  law.   The  Internal  Revenue  Code  allows  a  deduction  for  amounts 
permanently  set  aside  for  future  distribution  for  charitable  purposes. 

In  determining  the  amount  of  a  net  economic  loss  to  be  carried  forward 
to  a  succeeding  year  no  deduction  is  allowed  under  the  present  law  for 
amounts  distributed  to  beneficiaries.   This  is  inequitable  because  losses 
actually  sustained  in  the  sale  or  exchange  of  trust  corpus  inure  to  the 
benefit  of  the  life  beneficiary  rather  than  the  remainderman  who  will 
eventually  receive  the  trust  corpus. 

Although  the  statute  provi-'es  a  five  year  carry-over  loss  as  a  means  of 
providing  relief  to  those  suffering  economic  misfortune,  there  is  no  pro- 
vision allowing  any  unused  carry-over  loss  to  be  deducted  by  a  beneficiary 
upon  termination  of  the  estate  or  trust;  nor  is  there  any  provision  allowing 
a  beneficiary  to  deduct  a  loss  sustained  by  a  tinist  or  estate  in  the  terminal 
year.   Since  a  beneficiary  must  report  income  distributable  from  an  estate  or 
trust  but  is  not  allowed  to  deduct  losses  sustained  by  an  estate 
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or  trust,  the  failure  to  allow  the  loss  to  the  beneficiary  in  the  terminal 
year  creates  an  inequitable  situation  when  the  estate  or  trust  no  longer  has 
a  chance  to  carry  forward  the  loss.   The  Internal  Revenue  Code  allows  such 
losses  to  the  beneficiaries  in  the  terminal  year  of  an  estate  or  trust. 

An  estate  or  trust  is  allowed  $1000.00  exemption  under  present  law. 
No  distinction  is  made  between  estates,  simple  trusts,  or  complex  trusts 
in  the  allowance  of  the  exemption.   The  law  does  provide,  however,  that 
when  two  or  more  trusts  are  established  for  the  benefit  of  the  same 
individuals  or  beneficiaries,  the  $1000.00  exemption  must  be  prorated  among 
the  trusts  ratably  in  proportion  to  the  corpus  of  each.   There  are  many 
cases  in  which  one  or  more  individuals  are  named  as  beneficiaries  of  two 
or  more  trusts  and  in  which  there  are  other  named  beneficiaries  of  some 
of  the  trusts  who  are  not  named  as  beneficiaries  of  all  of  them.   In  these 
cases  the  exemption  must  be  prorated  among  the  trusts  in  proportion  to  the 
corpus  of  each  regardless  of  the  number  of  beneficiaries  involved  and  the 
fact  that  there  are  some  beneficiaries  who  are  not  common  to  two  or  more 
trusts.   Because  of  this  proration  requirement  the  determination  of  the 
allowable  exemption  is  very  complicated.   In  many  cases  a  fiduciary  is  not 
aware  that  the  beneficiary  of  a  trust  he  is  administering  is  also  the  bene- 
ficiary of  one  or  more  other  trusts  until  notified  by  the  Department  of 
Revenue  that  he  should  have  prorated  the  exemption.   In  these  cases  the 
fiduciary  has  no  information  as  to  the  corpus  of  the  other  trust  or  trusts 
which  is  necessary  for  the  proper  proration  of  the  exemption.   Also,  the 
income  against  which  the  exemption  is  being  applied  is  usually  that  retained 
for  eventual  distribution  to  one  or  more  remaindermen  who  may  or  may  not 
be  the  same  as  the  income  beneficiary  or  beneficiaries,  or  may  not  even 
be  identifiable  at  the  time  a  fiduciary  return  is  filed,  thus  adding  further 
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complications  to  the  problem.   No  such  complication  exists  in  the  allowance 
of  exemptions  for  Federal  tax  purposes  because  the  Internal  Revenue  Code 
provides  separate  exemptions  for  estates,  simple  trusts,  and  complex 
trusts  and  does  not  require  proration. 

In  summary,  some  of  the  advantages  to  be  gained  by  the  adoption  of  the 
proposed  rewrite  of  the  income  tax  law  as  it  relates  to  the  taxing  of  trust 
and  estate  income  are: 

(1)  The  fiduciary  of  a  trust  or  an  estate  will  not  be  required 
to  file  Federal  and  State  income  tax  returns  under  two  entirely 
different  sets  of  laws. 

(2)  Federal  tax  court  decisions  and  Federal  rules  and  regu- 
lations can  be  used  as  guides  in  the  administration  of  the 
law  by  the  Department  of  Revenue  and  by  fiduciaries  in  the 
preparation  of  income  tax  returns. 

(3)  The  "conduit  theory"  which  is  the  generally  accepted 
method  of  taxing  trust  and  estate  income,  will  be  used  for 
State  tax  purposes. 

(4)  Many  of  the  procedures  now  followed  administratively  will 
be  enacted  into  law. 

(5)  Income  permanently  set  aside  for  later  distribution  to  a 
charitable  organization  will  be  specifically  exempt  by  statute. 

(6)  A  more  realistic  and  equitable  method  of  allocating 
deductible  dividends  will  be  used. 

(7)  Terminal  losses  and  unused  carry-over  losses  of  estates 
and  trusts  will  be  allowable  to  beneficiaries. 

(8)  The  law  will  contain  provisions  setting  forth  specifically 
the  manner  in  which  grantors  will  be  taxed  on  income  of  short 
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term  and  reversionary  trusts. 

(9)  Depreciation,  depletion,  and  certain  other  items  will 
be  deductible  only  from  the  income  to  which  they  are 
directly  related. 

(10)  The  fiduciary  will  be  allowed  to  make  an  election  to 
claim  certain  deductions  either  on  the  income  tax  return 
or  the  inheritance  tax  return. 

(11)  With  State  law  substantially  similar  to  Federal  law, 
the  information  exchanged  between  Federal  and  State  taxing 
authorities  will  be  more  meaningful. 

(12)  A  trust  will  be  allowed  a  definite  personal  exemption 
based  upon  whether  it  is  a  simple  or  complex  trust  and  no 
complicated  and  confusing  proration  of  the  exemption  on  the 
basis  of  corpus  will  be  required. 

(13)  The  procedure  followed  by  the  Department  of  Revenue 

in  the  taxing  of  trust  and  estate  income  will  be  supported  by 
statutory  authority  rather  than  administrative  rulings  and 
opinions . 

F.   Multiple  Support  Agreements 

Another  proposal  contained  in  the  list  of  technical  amendments  is  a 
provision  to  allow  multiple  support  agreements  between  taxpayers  contribut- 
ing to  the  support  of  a  dependent  where  no  single  contributor  is  allowed 
to  claim  the  deduction  under  the  present  law. 

Sales  and  Use  Tax 

There  are  three  proposals  for  changes  to  the  sales  and  use  tax  law. 
One  is  to  allow  a  credit  against  the  sales  or  use  tax  due  the  State  of 
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North  Carolina  for  sales  or  use  taxes  paid  to  another  state  on  the  same 
purchase.   Under  present  law,  when  a  taxpayer  makes  a  purchase  in  another 
state  for  use  in  North  Carolina  and  takes  delivery  of  the  goods  in  the 
other  state,  he  must  pay  the  sales  tax  to  that  state  and  must  also  pay 
the  use  tax  to  North  Carolina  for  the  privilege  of  using  the  goods  in 
this  State.   This  creates  the  burden  of  double  taxation  on  the  same  trans- 
action and  has  created  a  situation  in  which  Federal  intervention  in  state 
taxation  is  being  urged.   Another  is  to  permit  merchants  consistently  having 
a  monthly  sales  and  use  tax  liability  of  $5.00  or  less  to  file  returns  and 
pay  the  tax  quarterly  instead  of  monthly.   This  procedure  would  reduce  the 
compliance  costs  of  these  taxpayers  and  reduce  the  workload  of  the  depart- 
ment.  The  third  proposed  change  is  that  the  law  presently  providing  for  a 
257o  negligence  penalty  applicable  to  an  understatement  of  gross  income  or 
overstatement  of  deductions  for  income  tax  purposes  be  amended  to  make  a 
similar  provision  for  sales  and  use  tax  purposes. 

Franchise  Tax 
A  change  to  the  Franchise  tax  law  is  proposed  to  limit  the  tax  levied 
upon  new  corporations  for  the  franchise  year  in  which  incorporation  or 
domestication  occurs  to  a  fixed  amount  of  $10.00.   Under  the  present  law 
the  minimum  initial  tax  is  $10.00.   While  a  substantial  majority  of  new 
corporations  now  pay  the  minimum,  the  mechanics  involved  in  reporting  the 
tax  are  often  confusing  and  unduly  burdensome.   The  real  difficulty  with 
the  present  law  lies  in  the  fact  that  the  information  to  be  reported  by 
a  new  corporation  is  usually  not  readily  ascertainable  or,  in  any  instances, 
is  non-existent  prior  to  the  due  date  of  the  report. 


A  CONTINUING  TAX  STUDY  COMMISSION 

The  Commission  had  only  ten  months  for  its  study  and  deli- 
beration before  the  report  filing  deadline.   The  Commission  realized 
that  time  did  not  permit  studies  of  long  range  trends  and  recommendations. 
Among  these  are  the  nation-wide  trend  toward  broad-based  non-property 
tax  sources;  State  and  Federal  relationships  in  taxation  of  multi- 
state  companies;  increase  in  computerization  in  taxation  giving  rise 
to  central  computer  for  all  realty  and  motor  vehicles  with  resultant 
economies,  ratio  studies,  uniformity,  consolidation,  etc.;  continuing 
analysis  of  competitive  position  with  competing  states;  and  study  of 
tax  exempt  properties.   More  public  hearings  would  afford  our  taxpayers 
a  forum  more  frequently. 

IT  IS  RECOMMENDED  that  a  continuing  Tax  Study  Commission 
be  authorized  by  the  General  Assembly. 


APPENDIX    A 

LIST  OF  SUGGESTIONS  AND  RECOMMENDATIONS  MADE  TO  THE  COMMISSION 

BY  INTERESTED  PARTIES  AND 

TABLES  SHCWING  EFFECT  UPON  REVENUE  OF  VARIOUS  SUGGESTIONS 

MADE  TO  THE  COMMISSION. 
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TABLE  A- 2.   ESTIMATED  ANNUAL  LOSSES  IN  REVENUE  WHICH  WOULD  RESULT 
FROM  VARIOUS  CHANGES  IN  THE  TAX  LAWS 
SUGGESTED  TO  THE  COMMISSION 


Local  Property  Taxation: 

Exempt  manufacturers  *  inventories 

Exempt  all  tangible  personal  property 

Exempt  household  personal  property,  livestock  and 
farm  machinery 

Intangible  Personal  Property  Tax: 

Exempt  all  intangibles 

Combine  accounts  receivable  and  notes  receivable  and  allow 
all  accounts  and  notes  payable  as  a  deduction 

Reduce  tax  rate  on  shares  of  stock  from  25^  to  15^ 
per  $100  of  market  value 

Reduce  tax  rate  on  accounts  and  notes  receivable  from 
25^  to  15^  per  $100  of  net  face  value 

Individual  Income  Tax: 

Increase  dependents  exemption  to  from  $300  to  $600 


Revenue 
Losses 


$16,000,000 
67,000,000 

10,000,000 

16,000,000 
1,450,000 
4,000,000 
1,475,000 

13,000,000 
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TABLE  A- 3.   ESTIMATED  ANNUAL  TAX  INCREASE  FROM  VARIOUS  SOURCES 
OF  ADDITIONAL  REVENUE  SUGGESTED  TO  THE  COMMISSION 


Revenue 
Gains 

Increase  sales  tax  rate  to  \%  -    statewide  $57,175,000 

Utility  franchise  tax  (increase  rate  from  6%  to  7%) : 

Electric,  gas,  etc.  companies  3,500,000 

Telephone  companies  1,550,000 

Luxury  Taxes  (excise  taxes  at  former  Federal  rates) : 

Luggage  1,060,000 

Jewelry  3,750,000 

Furs  200,000 

Cosmetics  and  toilet  preparations  2,900,000 

Alcoholic  beverages: 

Liquor  (increase  rate  from  12%  to  14%)  2,000,000 

Beer  (increase  rate  from  3^^  to  4^^  a  bottle)  3,500,000 

Fortified  wine  (increase  rate  from  70^  to  90^  per  gallon)  390,000 

Unfortified  wine  (increase  rate  from  60^  to  80^  per 

gallon)  65,000 

Gasoline  tax  rate  increase  by  §^  per  gallon 

(proceeds  to  municipalities)  8,776,000 


APPENDIX        B 

CURRENT  AIDS   TO  LOCAL  GOVERNMENTS 
BY  THE   STATE  OF  NORTH  CAROLINA, 
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TABLE  B-1.  PARTIAL  LISTING  OF  STATE  AIDS, 

GRANTS,  SERVICES  AND  EXPENDITURES  TO  OR 

FOR  LOCAL  GOVERNMENTS  BY  THE  NORTH  CAROLINA 

STATE  GOVERNMENT  BY  MAJOR  FUNCTIONS 


Education 

Public  Schools 
Operations: 
Nine  months  school  fund  —  funds  allocated  to  local  units: 
Administrative  salaries  and  other  administrative  costs 
Instructional  salaries: 
Teachers  and  principals 
Supervisors  and  clerical  assistants 
Instructional  supplies 
Operation  of  plant: 
Janitors'  wages  and  supplies 
Fuel 

Water,  electricity  and  telephones 
Transportation  of  pupils: 
Salaries  —  drivers  and  mechanics 
Gas,  oil,  grease,  parts,  equipment,  miscellaneous 
Purchase  of  school  buses 
Libraries  —  supplies,  repairs 
Child  health  program 

Miscellaneous  —  compensation,  injuries,  tort  claims 
Vocational  education  —  funds  allocated  to  local  units: 
Teachers'  salaries 
Equipment 
Purchase  of  free  textbooks  —  (by  State) 
Instruction  —  mentally  handicapped  children  —  funds  allocated  to  local  units 

(amounts  estimated) 
Contribution  by  State  for  teachers'  retirement 

Teachers'  retirement  system  and  social  security 
General  supervision  and  administration  of  public  schools  by  State 
National  defense  education  program  —  state-level  administration 

Purchasing  services  —  all  local  school  boards  are  required  to  purchase  materials  through 
the  State  Purchase  and  Contract  Division  under  the  Department  of  Administration 

Construction: 
Review  and  approval  of  plans  and  specifications  for  school  buildings 
State  expenditures  for  construction  of  public  school  buildings  have  been  financed 
by  bond  issues.    See  supplementary  table  on  bond  issues 
Total  public  schools 

Community  Colleges  and  Industrial  Education  Centers 
Construction  of  facilities  —  capital  improvements  funds 
State  aid  for  administrative  costs 
Equipment 
State-level  administration 

Total  community  colleges 


FISCAL 
YEAR 

1964-65 


$     4,415,228 

210,826,343 
3,670,798 
2,019,137 

6,759,143 
2,389,716 
1,833,383 

4,928,571 
2,797,691 
2,210,403 
1,152,013 
441,369 
297,478 

3,855,636 
1,209,000 
3,242,500 

408,000 

20,973,424 

1,314,522 

159,582 


122,993 


$275,026,930 


$        510,523 

5,383,805 

1,442,148 

682.506 

$     8,018,982 


Other  education 

Other  local  colleges  —  construction  of  facilities 

State  aid  to  public  libraries 
(State  Library  also  renders  services  to  promote  local  library  development,  e.g., 
consultation  on  planning  and  development  of  library  services;  also  provides 
loan  service.) 

Historic  sites  and  local  historical  associations 

Total  other  education 
Total  Education 


$  2,053,472 
468,430 


162,105 
$  2,684,007 
$285,729,919 
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Highways 

Construction  and  Maintenance  of  Secondary  (Rural  County)  Roads  $  66,882,770 

(See  supplementary  table  for  expenditures  supported  by  bonds.) 

Construction  and  Maintenance  of  State  Highway  Mileage  within  Municipalities  5,709,577 

(See  supplementary  table  for  expenditures  supported  by  bonds.) 

State  Aid  to  Municipalities  for  Construction  and  Maintenance  of  City  Streets  8,776,009 

Highway  Department  Planning  Service  Available  to  Municipalities  not  available 


Total  Highways  $  81,368,356 


Public  Welfare 

Welfare  Programs 

Grants  by  type  of  program: 
Boarding  home  program  for  children  $         872,974 

Old-age  assistance  3,529,398 

Aid  to  families  with  dependent  children  3,689,244 

Aid  to  permanently  and  totally  disabled  2,194,130 

Hospitalization  and  medical  assistance  for  assistance  recipients  1,510,732 

Aid  to  county  welfare  administration  1,036,176 

Medical  assistance  for  the  aged  279,792 

State  level  administrative  costs: 
State  assists  local  departments  in  various  phases  of  the  public 
welfare  program;  issues  manuals  of  policies  and  procedures;  makes 
decisions  on  eligibility  of  applicants  for  certain  welfare  payments, 
e.g.,  permanently  or  totally  disabled;  furnishes  statistical  information 
for  administrative  purposes;  provides  psychological  services  through 
traveling  clinics;  offers  field  supervision  and  consultation;  assists 
local  departments  in  recruiting.  661,317 

Total  welfare  programs  $    13,773,763 

Note:    The  State  matches  or  exceeds  the  expenditures  by  the 
counties  in  most  programs.    County  welfare  administra- 
tion is  the  only  category  in  which  the  counties  bear 
the  major  share  of  costs. 

Programs  for  the  Blind 


State  share  of  payments  by  the  counties  to  the  needy  blind  $        475,879 

Direct  payments  by  the  State  for  hospitalization  of  the  needy  blind  147,225 

State  level  administrative  costs  for  blind  programs  704,576 


Total  programs  for  the  blind  $     1,327,680 

Veterans  Services 


State  level  administrative  costs  including  district  offices  $        381,303 

Grants  to  the  counties  for  payment  of  county  veterans  service 
officers'  salaries  89,506 


Total  veterans  services  $        470,809 


Total  Public  Welfare  $   15,572,252 
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Health  and  Hospitals 

Health  Programs 

Payments  to  counties  by  program: 

Local  health  administration  $     1,511,973 

Salt  marsh  mosquito  control  288,120 

State  expenditures  and  grants  for  programs  for  which  separate 

tabulations  of  grants  by  programs  are  not  available: 

Accident  prevention  15,399 

Acute  communicable  disease  26,716 

Occupational  health  70,080 

Tuberculosis  control  47,218 

Radiological  health  26,950 

Venereal  disease  control  42,794 

Dental  health  186,785 

Cancer  control  226,827 

Nutrition  35,166 

Crippled  children  172,178 

Maternal  and  child  health  222,158 

Public  health  nursing  16,855 

Health  Education  10,587 

Food  and  lodging  sanitation  155,090 

Insect  and  rodent  control  42,101 

Water  supply  and  sewage  disposal  116,463 

State  level  services  for  counties: 

Public  health  laboratory  and  post-morten  medicolegal  examinations  387,134 

Poliomyelitus  vaccine  110,255 

State  level  administrative  costs: 

General  151,144 

Public  health  statistics  164,347 

Local  health  administration  95,710 

Salt  marsh  mosquito  control  52,885 


Total  health  programs  $     4,174,935 

Hospital  Construction 

State  level  administrative  costs  of  local  hospital  construction  programs  $        121,883 

State  grants  to  local  governments  for  construction  of  hospitals,  nursing 
homes,  mental  health  clinics: 
Capital  Improvements  Appropriation  Act  of  1963    ($2,000,000)  371,665 

Total  hospital  construction  $         493,548 


Mental  Health  Programs 

Payments  to  local  units  for  operation  of  local  clinics  $        690,754 

State  level  administration  and  services  665,785 
Miscellaneous  mental  health  expenditures: 

Wright  School    (Durham)    demonstration  program  for  emotionally 

disturbed  children  12,343 

Advisory  Council  on  mental  retardation  13,962 


Total  mental  health  programs  $     1,382,844 

State-Operated  Hospitals 

Mentally  ill    (four  hospitals)  $   17,597,382 

Mentally  retarded    (four  centers)  9,251,152 

Alcoholic  rehabilitation    (one  center)  115,733 

Orthopedic  and  cerebral  palsy    (one  hospital  each)  761,997 

Tuberculosis  sanitoriums    (four  sanitoriums)  4,600,765 
Memorial  Hospital    (Chapel  Hill): 

General  2,476,663 

Psychiatric  center  631,629 


Total  state  hospitals  $  35,435,321 
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Health  and  Hospitals    (continued) 

Grants  to  Special  Hospitals 

N.  C. .Cancer  Institute 
Asheville  Orthopedic  Hospital 

Total  special  hospitals 

Total  Health  and  Hospitals 


26,000 
75,000 


101,000 


$  41,587,648 


Natural  Resources  and  Recreation 

Water  Resources 

Ground  water  surveys  for  municipalities,  technical  assistance,  assistance  to 
local  governments  in  obtaining  water  for  temporary  relief  of  shortages 

Stream  sanitation  and  hydrology  —  State-wide  program  of  stream  sanitation 
including  detailed  pollution  and  water  use  studies,  enforcement  actions 
against  polluters,  establishes  priorities  for  municipal  applications  request- 
ing Federal  grants 

Beach  erosion  control  —  Outer  banks    (Capital  Improvements  Funds) 

State-level  administrative  costs 


Total  water  resources 


Wildlife  Resources 


State  cooperates  with  counties  in  the  following  types  of  programs: 
developing  wildlife  habitat  in  land  and  water  conservation  districts; 
zoning  waters  for  boating;  law  enforcement  —  fish  and  game  laws  and 
boating  safety  laws  and  regulations 

Recreation 


Technical  assistance  in  formulating  recreation  programs,  designing  and 
laying  out  recreation  areas  and  facilities,  assistance  in  recruiting, 
training,  and  placing  recreation  workers 

Total  Natural  Resources  and  Recreation 


$    136,836 


370,604 
573,200 
109,043 

$  1,189,683 


not  available 


not  available 
$     1,189,683 


Agriculture 

Grants  to  the  counties  to  pay  salaries  and  travel  expenses  of  county 

farm  and  home  demonstration  agents 
State  soil  and  water  conservation  committee  assists  supervisors  of  local 

districts,  approves  applications  for  federal  aid  and  recommends  priorities 

for  planning 

Total  Agriculture 


$     2,088,605 

138,134 

$     2,226,739 


General  Government 

Court  System  —  Salaries  of  Superior  Court  Judges  and  Solicitors 
Under  the  new  district  court  system  the  State  will  pay  the  following 
operating  expenses  not  previously  met  by  the  State:    salaries  and 
travel  expenses  of  Superior  Court  Clerks,  assistants,  deputies,  and 
other  employees  of  the  Clerks;  office  expenses  of  Superior  Court 
Clerks;  fees  and  travel  expenses  of  jurors  and  of  witnesses  required 
to  be  paid  by  the  State;  compensation  and  allowances  of  court  reporters. 

State  Board  of  Elections  —  Appoints  members  of  county  boards;  prepares 
rules,  regulations  and  instructions  for  primaries  and  elections; 
furnishes  registration  and  poll  books;  prepares  and  distributes 
ballots;  supervises  elections,  etc. 

Local  Government  Commission  —  Technical  advice,  sale  of  local  bonds, 
and  preparation  of  brochures 

Institute  of  Government  —  In-service  training  for  local  government  officials, 
consultation  on  administrative  problems,  research  in  local  government 


$      1,272,459 


(First  District 
Courts  scheduled 
to  start  December, 
1966) 


not  available 

83,951 

not  available 
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General  Government    (continued) 

State  Board  of  Assessment  —  Valuation  of  public  utilities  and  certification 

of  corporate  excess  to  local  governments 
Archives  and  History  —  Microfilm  service  for  local  governments 
Employment  Security  Commission  services  —  furnishes  information  to 

community  development  groups;  job  analysis,  testing,  aptitude  tests, 

turnover  studies,  etc.  for  local  governments 
State  Bureau  of  Investigation—  Cooperates  with  and  assists  local  law 

enforcement  agencies  upon  request    (scientific  analysis  of  evidence; 

investigation  and  preparation  of  evidence  for  use  in  court,  etc.) 
Permanent  Licensing  of  Motor  Vehicles  ~  Local  governments  obtain 

permanent  license  plates    (No  renewal  fees  payable) 

Total  General  Government 


not  available 
$        115,000 

not  available 

not  available 

not  available 
$     1,471,410 


Community  Planning  and  Industrial  Development 

Community  Planning  —  Technical  assistance,  surveys,  studies,  applications  for 

federal  grants 
Industrial  Development  —  State  assists  local  governments  in  getting  new  industry 

and  in  various  phases  of  community  industrial  development 

Public  Safety  and  Regulation 

Building  codes  —  State  engineers  consult  with  local  officials  on  the  enactment 
and  enforcement  of  codes  and  ordinances  and  assist  in  inspections 

Alcoholic  Beverages  —  State  agents  enforce  regulations  and  laws  pertaining  to 
the  manufacture,  transport,  and  sale  of  alcoholic  beverages 

Retirement  and  Pension  Funds 

State  administers  and  invests  funds  for  the  following: 
Local  governmental  employees'  retirement  system 
Law  enforcement  officers'  benefit  and  retirement  fund 
Firemen's  Pension  Fund 

Total  Retirement  and  Pension  Funds 


not  available 
not  available 

not  available 
not  available 


not  available 
not  available 
$        258,353 

$        258,353 


Debt  Service 


Public  school  construction  bonds 
Community  college  bonds 
Secondary  road  bonds 

Total  Debt  Service 


$     4,205,402 

250,000 

12,386,750 

$  16,842,152 


Shared  Taxes  and  Tax  Refunds 


State-collected  taxes  distributed  to  local  governments: 
Beverage  taxes 
Franchise  taxes 
Intangibles  taxes 

Total  shared  taxes 


$     4,192,462 

1,911,574 

14,259,812 

$  20,363,848 


Tax  refunds  made  to  counties  and  incorporated  cities  and  towns: 
Sales  and  use  taxes 
Gasoline  taxes 

Total  refunds 

Estimated  value  of  gasoline  tax  exemption  for  school  bus  fuel 

Total  Shared  Taxes  and  Tax  Refunds 


$     1,930,809 
647,410 

$     2,578,219 

$        871,991 

$  23,814,058 


Grand  Total 


$470,060,570 
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State  Aids  and  Grants  Financed  by  Bond  Issues  (1949-1965) 

(Year  of  bond  issue  approval  shown  in  parentheses.) 


EDUCATION 

Construction  of  public  schools 


Capital  improvements  for  community  colleges 
Equipment  for  industrial  education  centers 


TOTAL 
AUTHORIZATION 


$  50,000,000  (1949) 

50,000,000  (1953) 

100,000,000  (1964) 

1,500,000  (1959) 

1,491,000  (1959) 


HIGHWAYS 

Construction  and  improvement  of  secondary 
roads 


Construction  and  improvement  of  State 
roads  within  municipalities 


$200,000,000       (1949) 
75,000,000       (1965)* 


75,000,000        (1965)* 


*  Total  authorization  is  $300,000,000.    Amounts  shown  are  statutory  allocations. 
The  remaining  $150,000,000  is  allocated  to  the  State  primary  highway  system. 


HOSPITALS 

Construction  of  local  hospitals 

Grand  Total 


$        500,000       (1959) 
$553,491,000 


APPENDIX    C 

TABLES  GIVING  ESTIMATES  OF  THE  EFFECT  UPON  REVENUE 

OF  THE  VARIOUS  CHANGES  TO  THE  TAX  LAWS 

RECOMMENDED  BY  THE  COMMISSION. 
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TABLE  C-1.   ESTIMATED  EFFECT  UPON  STATE  GENERAL  FUND  REVENUE 

OF  RECOMMENDED  CHANGES  IN  REVENUE  LAWS  (EACH  YEAR) 


Corporation  Income  Tax: 

Tax  credit  for  manufacturers'  inventories 

Schedule  B  License  Taxes: 
Various  amendments  (Net) 

Individual  Income  Tax: 

Exempt  military  service  pay  in  combat  zones 

Deduction  of  land  clearing  expenses - 

Technical  amendments  to  Revenue  Laws  (Net) 


Amount  of 

Revenue 
Decreases 

$  7,500,000 

2,400,000 

300,000 

negligible 

150,000 


Sales  Tax: 

Disallow  refunds  to  counties  and  municipalities 
of  sales  tax  paid  by  contractors  working  on 
local  government  contracts 

Replacement  Revenue: 

Levy  a  tax  on  cigarettes  at  2^  per  package 
and  equivalent  tax  on  other  tobacco  products 


Amount  of 

Revenue 

Increases 


$   850,000* 


10,000,000 


$10,350,000 


$10,850,000 


Net  gain  to  State  General  Fund     $500,000 


*State  would  also  retain  an  estimated  $600,000  in  revenue  which  would  otherwise 
be  refunded  to  the  Federal  government. 
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APPENDIX   D 

TABLES  GIVING  THE  EFFECTIVE  PROPERTY  TAX  RATES  IN  EACH  COUNTY 

AND  THE  REVENUE  EACH  COUNTY  AND  MUNICIPALITY  COULD  DERIVE 

FROM  THE  LOCAL  OPTION  SALES  TAX  OF  1% 

RECOMMENDED  BY  THE  COMMISSION. 
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APPENDIX    E 

DRAFTS  OF  BILLS  TO  IMPLEMENT  RECOMMENDATIONS  OF  THE  COMMISSION 
WITH  RESPECT  TO  THE  STATE  BOARD  OF  ASSESSMENT 
AND  THE  ASSESSMENT  OF  PROPERTY  OF  PUBLIC  SERVICE  COMPANIES. 
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EXHIBIT  1 


DRAFT  OF  PROPOSED  BILL  TO  EFFECTUATE  CERTAIN  PROPOSED  RECOMMENDATIONS 

OF  THE  TAX  STUDY  COMMISSION 


I.   Rewrite  G.  S.  105-273,  105-274,  and  105-275  as  follows: 

105-273.   Creation;  officers. —  (a)   The  Commissioner  of  Revenue,  the 
Director  of  the  Department  of  Tax  Research,  the  Chairman  of  the  Public 
Utilities  Commission,  and  the  Director  of  Local  Government  are  hereby  created 
the  State  Board  of  Assessment  with  all  the  powers  and  duties  prescribed  by 
law.   The  Commissioner  of  Revenue  shall  be  the  Chairman  of  the  Board  and 
shall  exercise  the  functions,  duties,  and  powers  of  the  Board  when  it  is  not 
in  session. 

(b)  On  July  1,  1967,  and  quadrennially  thereafter,  the  Commissioner  of 
Revenue,  after  consultation  with  the  Board,  shall  appoint  an  administrative 
officer  of  the  Board  whose  entire  time  shall  be  given  to  the  work  of  the 
Board  and  who  shall  have  the  powers  and  duties  prescribed  by  this  subchapter. 
The  administrative  officer  shall  serve  at  the  pleasure  of  the  Board,  and  his 
salary  shall  be  fixed  by  the  Governor  and  the  Advisory  Budget  Commission. 

(c)  The  Board  may  authorize  the  administrative  officer  to  employ 
valuation  and  appraisal  specialists  and  other  assistants  as  may  be  needed 
for  the  performance  of  the  duties  of  the  Board  and  of  the  administrative 
officer. 

(d)  All  expenses  of  the  Board,  the  administrative  officer,  and  other 
employees  shall  be  paid  from  funds  appropriated  out  of  revenues  derived  from 
the  tax  on  Intangible  Personal  Property  as  provided  by  G.  S.  105-213, 

105-274.   Oath  of  Office. —  The  members  of  the  Board  and  the 
administrative  officer  shall  take  and  subscribe  to  the  constitutional  oath  of 
office  and  file  the  same  with  the  Secretary  of  State. 
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105-275.   Duties  of  the  Board. —  The  State  Board  of  Assessment  shall 
exercise  general  and  specific  supervision  over  the  valuation  and  taxation  of 
property  taxation  throughout  the  State,  including  counties  and  municipalities. 
It  is  constituted  a  board  of  appraisers  and  assessors  for  certain  types  of 
property  as  specified  in  Article  26  of  this  Chapter,  and  in  addition  it  is 
constituted  a  State  Board  of  Equalization  and  Review  of  valuation  and  taxation 
of  property  in  this  State.   It  shall  be  the  duty  of  the  Board: 

(1)  To  discharge  such  duties  as  may  be  prescribed  by  law,  and  take  such 
action,  do  such  things,  and  prescribe  such  rules  and  regulations 

as  may  be  needful  and  proper  to  enforce  the  provisions  of  this 
subchapter. 

(2)  To  properly  administer  the  duties  prescribed  by  Schedule  H. 
Sections  105-198  to  105-217  of  the  General  Statutes  with  respect 
to  division  and  certification  of  taxes  collected  thereunder;  the 
State  Board  of  Assessment  shall  hear  and  pass  upon  any  matters 
relative  thereto. 

(3)  To  hear  and  to  adjudicate  appeals  from  boards  of  county  commissioners 
and  county  boards  of  equalization  and  review  as  to  property  liable 
for  taxation  that  has  not  been  assessed  or  of  property  that  has 

been  fraudulently  or  improperly  assessed  through  error  or  other- 
wise, to  investigate  the  same,  and  if  error,  inequality,  or  fraud 
is  found  to  exist,  to  take  such  proceedings  and  to  make  such 
orders  as  to  correct  the  same.   In  case  it  shall  be  made  to  appear 
to  the  State  Board  of  Assessment  that  any  tax  list  or  assessment 
role  in  any  county  in  this  State  is  grossly  irregular,  or  any 
property  is  unlawfully  or  unequally  assessed  as  between  individuals, 
between  sections  of  a  county,  or  between  counties,  the  said  Board 
shall  correct  such  irregularities,  inequalities  and  lack  of 
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uniformity,  and  shall  equalize  and  make  uniform  the  valuation 
thereof  upon  complaint  by  the  board  of  county  commissioners  under 
rules  and  regulations  prescribed  by  it,  not  inconsistent  with 
this  subchapter:   Provided,  that  no  appeals  shall  be  considered 
or  fixed  values  changed  unless  notice  of  same  is  filed  within 
sixty  (60)  days  after  the  final  values  are  fixed  and  determined 
by  the  board  of  county  commissioners  or  the  board  of  equalization 
and  review,  as  hereinafter  provided:   Provided,  further,  that 
each  taxpayer  or  ownership  interest  shall  file  separate  and 
distinct  appeals;  no  joint  appeals  shall  be  considered  except  by 
and  with  consent  of  the  State  Board  of  Assessment. 

(4)  To  report  to  the  General  Assembly  at  each  regular  session  or  at 
such  other  times  as  it  may  direct,  the  proceedings  of  the  Board 
under  subchapters  II  and  III  of  this  Chapter  and  such  other 
information  and  recommendations  concerning  the  public  revenues 
as  required  by  the  General  Assembly  or  that  may  be  of  public 
interest.   Such  reports,  in  the  interest  of  up-to-date  information, 
need  not  be  printed,  but  shall  be  made  available  in  a  reasonably 
durable  form. 

(5)  To  recommend  to  the  General  Assembly  such  revision  of  the  Machinery 
Act,  as  it  may  find  by  experience,  investigation,  and  study  to  be 
expedient  and  wise. 

(6)  To  report  to  the  Governor,  on  or  before  the  first  day  of  January 
of  each  year,  the  proceedings  of  said  Board  during  the  preceding 
year,  with  such  recommendations  as  it  desires  to  submit  with 
respect  to  any  matters  relating  to  the  Machinery  Act. 
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(7)   To  keep  full,  correct  and  accurate  records  of  its  official 
proceedings . 

II.   Add  a  new  section  following  G.  S.  105-277,  to  read  as  follows: 

105-277. 1 .   Duties  of  the  Administrative  Officer. —  Subject  to  the 
supervision  of  the  State  Board  of  Assessment,  it  shall  be  the  duty  of  the 
administrative  officer  of  the  State  Board  of  Assessment: 

(1)  To  confer  with  and  advise  boards  of  county  commissioners,  tax 
supervisors,  assessing  officers,  list  takers,  and  all  others 
engaged  in  the  valuation  and  assessment  of  property,  in  the 
preparation  and  keeping  of  suitable  records,  and  in  the  levying 
and  collection  of  taxes  and  revenues,  as  to  their  duties  under 
this  subchapter  or  any  other  act  passed  with  respect  to  valuation 
of  property,  assessing,  levying  or  collection  of  revenue  for 
counties,  municipalities  and  other  subdivisions  of  the  State,  to 
insure  that  proper  proceedings  shall  be  brought  to  enforce  the 
statutes  pertaining  to  taxation  and  for  the  collection  of 
penalties  and  liabilities  imposed  by  law  upon  public  officers, 
officers  of  corporations,  and  individuals  failing,  refusing  or 
neglecting  to  comply  with  this  subchapter;  and  to  call  upon  the 
Attorney  General  or  any  prosecuting  attorney  in  the  State  to 
assist  in  the  execution  of  the  powers  herein  conferred. 

(2)  To  prepare  a  pamphlet  or  booklet  for  the  instruction  of  the  boards 
of  county  commissioners,  tax  supervisors,  assessing  officers,  list 
takers,  and  all  others  engaged  in  the  valuation  of  property, 
preparing  and  keeping  records,  and  in  the  levying  and  collecting 
of  taxes  and  revenue,  and  have  the  same  ready  for  distribution  at 
least  thirty  (30)  days  prior  to  the  date  fixed  for  listing  taxes. 
The  said  pamphlet  or  booklet  shall,  in  as  plain  terms  as  possible, 
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explain  the  proper  meaning  of  this  subchapter;  shall  call  particular 
attention  to  any  points  in  the  law  or  in  the  administration  of  the 
laws  which  may  be  or  which  may  have  been  overlooked  or  neglected; 
shall  advise  as  to  the  practical  working  of  the  Machinery  Act;  and 
shall  explain  and  interpret  any  points  that  seem  to  be  intricate 
and  upon  which  county  or  State  officers  may  differ. 

(3)  To  make  studies  of  the  ratio  of  appraised  value  of  real  and  personal 
property  to  market  value  in  each  county  in  the  year  in  which  real 
property  is  revalued  in  such  county,  and  at  such  other  times  as  he 
may  deem  appropriate;  and  to  publish  the  results  of  the  studies. 

(4)  To  maintain  a  register  of  persons,  firms,  associations,  and  corpo- 
rations  available  for  emplo3mient  by  counties  under  the  provisions 
of  G.  S.  105-291;  to  review  the  work  of  registrants;  and  to  advise 
the  counties  with  respect  to  those  registrants  found  to  be  complying 
with  the  terms  of  their  employment  and  assisting  counties  in  meeting 
statutory  requirements  for  valuing  property.   Any  person,  firm, 
association,  or  corporation  may  register  by  filing  with  the 
administrative  officer  a  resume  of  experience  and  a  statement  of 
financial  condition  in  such  detail  as  the  registrant  deems  advisable, 
together  with  the  home  office  and,  in  the  case  of  a  company, 
association,  or  firm,  a  statement  of  ownership. 

III.   Amend  G.  S.  105-213  of  the  General  Statutes  by  rewriting  the  third 
sentence  thereof  to  read  as  follows: 

"From  the  total  collections  less  refunds  so  certified  shall  be  deducted: 
"(1)   An  amount  determined  by  the  State  Board  of  Assessment  to  be 
sufficient  to  defray  the  cost  to  the  State  of  collecting 
such  revenues  for  the  fiscal  year  and  the  tax  credit 
specified  in  the  second  paragraph  of  G,  S.  105-122(d),  and 
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"(2)   Amounts  appropriated  by  the  General  Assembly  for  the 

maintenance  and  operation  of  the  State  Board  of  Assessment, 
"All  such  funds  shall  be  retained  by  the  State,  and  the  net 
collections  after  such  deductions  shall  be  distributed  to  the 
counties  and  municipalities  of  the  State  on  the  following  basis: 
IV.   Amend  G,  S.  105-327(g)  (2)  by  adding  the  following  sentence  thereto: 
"The  board  shall  notify  any  such  taxpayer  by  mail  as  to  the  action 
taken  on  his  request  no  later  than  thirty  days  after  adjournment  of 
the  board.  " 
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EXHIBIT  2 
Rewrite  Article  26  of  Chapter  105  to  read  as  follows: 

ARTICLE  26 
Public  Service  Companies. 

G.  S,  105-350.   State  Board  of  Assessment  made  appraisers  for  public 
service  companies. —  The  State  Board  of  Assessment  established  by  this  sub- 
chapter is  constituted  a  board  of  appraisers  and  assessors  for  public  service 
companies  as  defined  in  this  article. 

G.  S.  105-351.   Definitions. —  When  used  in  this  article  (unless  other- 
wise specifically  indicated  by  the  context) : 

(1)  The  term  "public  service  companies"  means  railroad  companies, 
sleeping  car  companies,  refrigerator  and  freight  car  companies,  express 
companies,  pipe  line  companies,  gas  transmission  companies,  gas  companies, 
electric  power  companies,  electric  membership  corporations,  telephone 
companies,  telegraph  companies,  water  companies,  motor  carriers  of  property, 
motor  carriers  of  passengers,  air  carriers,  trailer-on-f latcar  companies, 
all  companies  not  herein  enumerated  having  the  right  of  eminent  domain, 

and  any  person,  corporation,  or  fiduciary  engaged  in  a  business  similar  to 
that  of  any  company  herein  enumerated. 

(2)  The  term  "taxpayer"  includes  any  person,  corporation,  or 
fiduciary  subject  to  taxation  under  this  subchapter. 

(3)  The  term  "person"  includes  any  individual,  firm,  partnership, 
joint  venture,  syndicate,  or  other  group. 

(4)  The  term  "corporation"  includes  any  company,  joint-stock  company, 
or  association, 

(5)  The  term  "fiduciary"  means  a  guardian,  trustee,  executor, 
administrator,  receiver,  conservator,  or  any  person,  whether  individual  or 
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corporation,  acting  in  any  fiduciary  capacity  for  any  person,  corporation, 
estate,  or  trust. 

(6)  The  term  "real  property"  means  not  only  the  land  itself,  but  also 
all  buildings,  structures,  improvements,  and  permanent  fixtures  thereon,  and 
all  rights  and  privileges  belonging  or  in  anywise  appertaining  thereto, 

(7)  The  term  "intangible  property"  means  franchises,  patents,  copy- 
rights, secret  processes  and  formulae,  good  will,  trademarks,  trade  brands, 
stocks,  bonds,  cash,  bank  deposits,  notes,  evidences  of  debt,  bills  and 
accounts  receivable,  and  other  like  property. 

(8)  The  term  "tangible  property"  means  all  property  other  than 
intangible. 

(9)  The  term  "tangible  personal  property"  means  all  tangible  property 
other  than  real  property. 

(10)   The  term  "operating  property"  means  all  tangible  property  and 
intangible  property,  except  property  not  used  in  any  way  in  nor  connected  in 
any  way  with  the  public  service  activity  of  the  taxpayer  whose  property  is 
subject  to  assessment  under  this  article. 

G.  S.  105-352.   Report  by  public  service  companies. —  Every  public 
service  company  subject  to  taxation  in  this  State,  whether  incorporated  under 
the  laws  of  this  State  or  any  other  state  or  any  foreign  nation,  will  make 
out  and  deliver  to  the  State  Board  of  Assessment  a  report  for  the  next 
preceding  calendar  year  containing  such  information  pertinent  to  the  valuation 
of  its  properties  for  tax  purposes  as  the  State  Board  of  Assessment  may  direct 
The  report  must  be  filed  on  or  before  the  last  day  of  March  and  must  be 
verified  by  the  oath  of  the  officer  or  agent  of  the  company  making  the  report. 
Whenever  a  company  required  to  file  a  report  under  this  section  shall  show 
just  cause  to  the  satisfaction  of  the  Board,  the  Board  may  in  its  discretion 
allow  further  time  for  filing  the  report. 
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G.  S.  105-353.   State  Board  of  Assessment  may  require  additional 
information. —  The  State  Board  of  Assessment  shall  examine  each  report  filed 
and,  if  the  Board  shall  deem  it  insufficient,  or  in  case  it  shall  deem  that 
other  information  is  requisite,  it  shall  require  the  public  service  company 
filing  the  report  to  make  such  other  and  further  report  as  the  Board  may  call 
for.   In  case  of  the  failure  or  refusal  of  any  public  service  company  to  make 
out  and  deliver  to  the  State  Board  of  Assessment  any  report  required  by  this 
article,  the  company  shall  forfeit  and  pay  to  the  State  of  North  Carolina  one 
hundred  dollars  ($100.00)  for  each  additional  day  such  report  is  delayed 
beyond  the  last  day  of  the  month  in  which  required  to  be  made,  to  be  sued 
for  and  recovered  in  any  proper  form  of  action  in  the  name  of  the  State 
of  North  Carolina  on  the  relation  of  the  State  Board  of  Assessment,  and  such 
penalty,  when  collected,  shall  be  paid  into  the  general  fund  of  the  State. 
For  good  cause  shown,  the  Board  shall  have  the  power  to  reduce  or  waive  any 
penalties  provided  for  in  this  section. 

G.  S.  105-354.   Board  may  subpoena  witnesses  and  compel  production  of 
records. —  The  State  Board  of  Assessment  shall  have  the  power  to  summon  and 
examine  witnesses  and  require  that  books  and  papers  shall  be  presented  to  the 
Board  for  the  purpose  of  obtaining  such  information  as  may  be  necessary  to 
aid  in  determining  the  valuation  of  any  public  service  company  subject  to  the 
provisions  of  this  article.   Any  officer,  employee,  or  agent  of  any  public 
service  company  subject  to  taxation  in  this  State  who  shall  wilfully  refuse 
to  attend  before  the  Board  when  required  to  do  so,  or  wilfully  refuse  to 
submit  to  the  inspection  of  the  Board  any  books  or  papers  of  such  company  in 
his  possession,  custody,  or  control,  or  wilfully  refuse  to  answer  such 
questions  as  may  be  put  to  him  by  the  Board  touching  the  business  or  property, 
monies  and  credits,  and  the  value  thereof,  of  the  company,  shall  be  guilty  of 
a  misdemeanor,  and  on  conviction  thereof  before  any  court  of  competent 
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jurisdiction  shall  be  fined  in  any  sum  not  exceeding  five  hundred  dollars 
($500.00)  and  costs, 

G.  S.  105-355.   Board  shall  assess  operating  property. —  The  State 
Board  of  Assessment  shall  thereupon  value  the  operating  property  of  each 
public  service  company  at  its  true  value  in  money  as  defined  in  G.  S.  105- 
294  and  shall  assess  such  property  all  in  accordance  with  the  provisions  of 
this  article.   All  property  other  than  operating  property  shall  be  excluded 
from  valuation  and  assessment  under  this  article  and,  if  such  property  has  a 
taxable  situs  in  this  State,  it  shall  be  valued  and  assessed  by  county  and 
municipal  governments  in  the  same  manner  as  other  property  subject  to  local 
assessment. 

DIVISION  I.   ASSESSMENT  OF  RAILROADS  AND  UTILITIES. 

G.  S.  105-356.   Valuation  of  railroads  and  utilities. —  The  State  Board 
of  Assessment  shall  value  the  operating  property  of  railroad  companies, 
sleeping  car  companies,  refrigerator  and  freight  car  companies,  express 
companies,  pipe  line  companies,  gas  transmission  companies,  gas  companies, 
electric  power  companies,  electric  membership  corporations,  telephone  companies, 
telegraph  companies,  water  companies,  all  companies  not  herein  enumerated 
having  the  right  of  eminent  domain,  and  any  person,  corporation,  or  fiduciary 
engaged  in  a  business  similar  to  that  of  any  company  herein  enumerated  by 
determining  the  value  of  the  operating  property  both  within  and  without 
North  Carolina. 

In  determining  the  value  of  the  operating  property  the  Board  shall  consider 
(a)   the  value  of  the  operating  property  as  reflected  by  the  capital 
stock  of  the  taxpayer  plus  all  indebtedness  having  maturities  in 
excess  of  one  year  from  date  of  issuance;  the  Board  may  consider 
the  market  value  of  the  capital  stock  and  indebtedness  and/or  the 
book  value  of  the  capital  stock  (book  value  of  capital  stock  is 
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defined  as  the  paid  in  capital  stock  plus  earned  surplus)  plus  the 

face  amount  of  the  indebtedness,  and  the  Board  shall  deduct  from 

the  total  value  of  the  capital  stock  and  indebtedness  the  value 

of  any  property  owned  by  the  taxpayer  but  neither  used  in  any  way 

in  nor  connected  in  any  way  with  the  public  service  activity 

of  the  taxpayer  whose  property  is  subject  to  assessment  under  this 

division; 

(b)  the  net  investment  in  operating  property  as  reflected  in  the  books 
of  account  kept  under  the  regulations  of  the  appropriate  federal  or 
state  regulatory  agency; 

(c)  the  net  operating  income  and  the  probable  future  income  of  the 
taxpayer  before  deduction  of  interest  on  indebtednesses  having 
maturities  in  excess  of  one  year  from  date  of  issuance;  and 

(d)  any  other  pertinent  information  which  in  the  view  of  the  Board 
has  a  bearing  on  the  value  of  the  operating  property  of  the 
taxpayer. 

The  Board  shall  consider  each  of  the  above  items  for  the  five  years  next 
preceding  the  year  of  assessment  and  where  appropriate  may  consider  averages 
of  the  latest  two  or  more  of  the  prior  years. 

G.  S.  105-357.   Apportionment  of  value. —  If  the  taxpayer  is  operating 
both  within  and  without  North  Carolina,  the  value  of  the  operating  property 
shall  be  apportioned  to  North  Carolina  through  use  of  the  following  ratios: 

(a)  For  railroad  companies,  the  ratio  of  the  number  of  linear  miles  of 
right-of-way  on  which  track  is  situated  owned  and/or  operated  in 
North  Carolina  by  the  company  to  the  total  linear  miles  owned 
and/or  operated  by  the  company  everywhere; 

(b)  For  pipe  line  companies,  gas  transmission  companies,  gas  companies, 
electric  power  companies,  electric  membership  corporations,  water 
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companies,  and  companies  not  otherwise  specifically  mentioned  in 
this  section  having  the  power  of  eminent  domain,  the  ratio  of  the 
net  investment  in  operating  property  in  North  Carolina  to  the 
total  net  investment  in  operating  property  everywhere; 

(c)  For  telephone  companies  and  telegraph  companies,  the  arithmetic 
average  of  the  following  three  ratios:  the  ratio  of  receipts  from 
services  and  rentals  in  North  Carolina  to  total  receipts  from 
services  and  rentals  of  the  company  everjrwhere;  the  ratio  of 
miles  of  single  wire  and  single  wire  in  cable  (including  single 
tube  in  coaxial  cable)  in  North  Carolina  to  total  miles  of  single 
wire  and  single  wire  in  cable  (including  single  tube  in  coaxial 
cable)  of  the  company  everjrwhere,  with  miles  of  single  tube  in 
coaxial  cable  adjusted  to  reflect  difference  in  cost  and/or 
copper  content;  and  the  ratio  of  the  net  investment  in  operating 
property  in  North  Carolina  to  the  total  net  investment  of  the 
company  in  operating  property  everywhere; 

(d)  For  express  companies  and  sleeping  car  companies,  the  miles  of 
lines  or  routes  over  which  operated  in  North  Carolina  to  the  total 
miles  of  lines  or  routes  over  which  operated  everywhere. 

Where  the  State  Board  of  Assessment  shall  determine  that  the  above 
method  of  apportionment  to  North  Carolina  gives  a  greater  or  lesser  value 
than  is  properly  attributable  to  this  State,  the  said  Board  may  consider 
actual  investment  in  North  Carolina,  gross  revenue  per  mile  of  lines  or  wire, 
or  such  other  factor  or  factors  as  will  in  its  opinion  more  accurately  reflect 
the  true  value  of  the  property  in  North  Carolina, 

G.  S.  105-358.   Operating  properties  subject  to  local  assessment. —  The 
following  operating  property  of  taxpayers  covered  in  this  division  of  this 
article  shall  be  valued  and  assessed  by  county  and  municipal  governments  in 
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the  same  manner  as  other  property  subject  to  local  assessment: 

For  railroad  companies,  all  real  estate  and  tangible  personal  property 
used  in  connection  with  the  real  estate,  which  is  located  outside  of  the 
right-of-way  of  the  railroad; 

For  sleeping  car  companies  and  express  companies,  all  tangible  property 
except  rolling  stock  used  over  railroad  right-of-way; 

For  electric  power  companies,  electric  membership  corporations,  gas 
companies,  water  companies,  and  companies  not  otherwise  specifically  mentioned 
in  this  section  having  the  power  of  eminent  domain,  all  tangible  property; 

For  pipe  line  companies  and  gas  transmission  companies,  all  tangible 
property  except  pipe  lines,  pumping  and  booster  stations,  and  right-of-way; 

For  telephone  companies  and  telegraph  companies,  all  real  property 
except  right-of-way,  poles,  conduits,  and  lines. 

G.  S.  105-359.   Determination  of  corporate  excess. —  From  the  total 
value  of  the  operating  property  of  the  taxpayer  in  North  Carolina  as  determined 
in  accordance  with  Section  105-357,  the  State  Board  of  Assessment  shall  deduct 
the  true  value  in  money  of  operating  property  assessed  by  the  various  counties 
in  accordance  with  Section  105-358.   The  true  value  of  the  operating  property 
locally  assessed  shall  be  determined  by  dividing  the  assessed  value  of  said 
property  in  each  county  by  the  assessment  ratio  adopted  by  the  board  of  county 
commissioners  of  each  county  in  accordance  with  the  provisions  of  Section  105- 
294,  unless  the  State  Board  of  Assessment  shall  determine  that  some  other  ratio 
more  correctly  reflects  the  ratio  of  assessed  value  to  true  value  in  the  county. 
The  State  Board  of  Assessment  shall  also  deduct  from  the  total  value  of  the 
operating  property  of  the  company  the  assessed  value  of  any  operating  property 
reported  to  the  State  for  the  purpose  of  intangible  personal  property  taxation 
under  Schedule  H  of  this  Chapter.   The  remainder  of  the  value  of  operating 
property,  after  making  the  deductions  provided  in  this  section,  shall  be  the 
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corporate  excess  of  the  taxpayer. 

G.  S.  105-360.   Allocation  of  corporate  excess  to  local  taxation 

jurisdictions. —  The  corporate  excess  of  each  taxpayer  shall  be  allocated  to 

the  local  taxing  jurisdictions  under  the  following  rules: 

Corporate  excess  of  railroad  companies  shall  be  allocated  to  the  local 
taxing  jurisdictions  in  which  each  operates  in  the  proportion  that 
the  miles  of  line  in  each  taxing  jurisdiction  bears  to  the  total 
miles  of  line  in  North  Carolina,  giving  due  consideration  to 
differences  in  branch  lines,  spur  lines,  and  mainlines  and 
differences  in  double  and  single  track; 
Corporate  excess  of  sleeping  car  companies  and  express  companies  shall 
be  allocated  to  the  local  taxing  jurisdictions  in  which  each  operates 
in  the  proportion  that  the  miles  of  line  over  which  it  operates  in 
each  taxing  jurisdiction  bears  to  the  total  miles  of  line  over  which 
it  operates  in  North  Carolina; 
Corporate  excess  of  pipe  line  companies  and  gas  transmission  companies 
shall  be  allocated  to  the  local  taxing  jurisdictions  in  which  each 
operates  in  the  proportion  that  the  miles  of  line  in  each  taxing 
jurisdiction  bears  to  the  total  miles  of  lines  in  North  Carolina, 
giving  due  consideration  to  differences  in  capacity  and  value  of 
various  sizes  of  pipe; 
Corporate  excess  of  electric  power  companies,  electric  membership 

companies,  gas  companies,  water  companies,  and  companies  not  other- 
wise specifically  mentioned  in  this  section  having  the  power  of 
eminent  domain  shall  be  allocated  to  the  local  taxing  jurisdictions 
in  which  each  operates  in  the  proportion  that  the  true  value  in 
money  of  operating  property  of  the  company  locally  assessed  in  each 
taxing  jurisdiction  bears  to  the  total  true  value  in  money  of  all 
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locally  assessed  operating  property  of  the  company  in  North  Carolina, 
the  true  value  in  money  of  operating  property  locally  assessed 
having  been  determined  in  accordance  with  Section  105-359; 
Corporate  excess  of  telephone  companies  and  telegraph  companies  shall 
be  allocated  to  the  local  taxing  jurisdictions  in  which  each  operates 
in  the  proportion  that  the  miles  of  single  wire  and  single  wire  in 
cable  (including  single  tube  in  coaxial  cable)  in  each  taxing 
jurisdiction  bears  to  the  total  miles  of  single  wire  and  single 
wire  in  cable  (including  single  tube  in  coaxial  cable)  of  the 
company  in  North  Carolina,  with  miles  of  single  tube  in  coaxial 
cable  adjusted  to  reflect  differences  in  cost  and/or  copper  content. 
G.  S.  105-361.   Assessment  of  corporate  excess. —  After  the  corporate 
excess  allocated  to  each  local  taxing  jurisdiction  has  been  determined,  the 
State  Board  of  Assessment  shall  assess  the  corporate  excess  so  allotted  by 
applying  the  assessment  ratio  adopted  by  the  board  of  county  commissioners 
of  the  county  in  accordance  with  the  provisions  of  Section  105-294,  unless 
the  State  Board  of  Assessment  shall  determine  that  some  other  ratio  more 
correctly  reflects  the  ratio  of  assessed  value  to  true  value  in  the  county. 
The  resulting  assessed  values  shall  be  certified  to  the  tax  supervisors  of 
the  counties  and  to  the  clerks  of  the  municipalities  in  which  the  taxpayer 
has  operating  property.   Taxes  shall  be  levied  against  the  assessed  value  of 
corporate  excess  by  each  local  taxing  jurisdiction  at  the  same  rate  levied 
against  other  property  in  the  taxing  jurisdiction. 

G.  S.  105-362.   Railroads;  in  cases  of  leased  roads. —  If  the  property 
jf  any  railroad  company  be  leased  or  operated  by  any  other  corporation,  foreign 
or  domestic,  the  property  of  the  lessor  or  company  whose  property  is  operated 
shall  be  subject  to  taxation  in  the  manner  hereinbefore  directed  for  railroads; 
and  if  the  lessee  or  operating  company,  being  a  foreign  corporation,  be  the 
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owner  or  possessor  of  any  property  in  this  State  other  than  that  which  it 
derives  from  the  lessor  or  company  whose  property  is  operated,  it  shall  be 
assessed  in  respect  to  such  property  in  like  manner  as  any  domestic  railroad 
company.   If  the  lease  agreement  provides  that  the  lessee  shall  make  reports 
and  pay  the  taxes  required  of  the  lessor,  the  lessee  may  file  the  reports 
and  pay  the  taxes  required  of  railroad  companies  under  the  provisions  of 
this  article:   Provided,  however,  nothing  herein  shall  be  construed  to 
relieve  the  lessor  from  liability  for  the  taxes  levied  under  the  provisions 
of  this  subchapter  in  the  event  the  lessee  does  not  file  the  reports  and  pay 
the  taxes. 

G.  S.  105-363.   Assessment  of  leased  rolling  stock  of  railroads. —  When- 
ever any  railroad  company  subject  to  assessment  under  this  article  shall  lease 
from  others  locomotives,  cars,  other  rolling  stock,  or  trailer-on-f latcar 
trailers  for  use  or  operation  by  the  railroad  company,  it  shall  report  the 
leased  property  to  the  State  Board  of  Assessment  in  such  manner  and  on  such 
forms  as  the  Board  shall  require.   The  Board  shall  assess  the  value  of  the 
leased  property  under  the  provisions  of  this  article  applicable  to  railroad 
companies,  and  the  apportionment  to  North  Carolina  and  allocation  to  the  local 
taxing  jurisdictions  in  North  Carolina  shall  be  on  the  same  basis  as  that 
provided  for  other  operating  property  of  the  railroad  company.   Each  railroad 
company  operating  leased  property  shall  pay  the  tax  levied  on  the  property  in 
behalf  of  the  owner  and  shall  deduct  the  amount  of  the  taxes  from  the  rental 
payments  due  the  owner  unless  the  lease  contract  provides  otherwise.   In  the 
event  the  lessor  has  reported  the  leased  property  and  is  liable  for  the  taxes 
levied  on  the  property,  the  lessee  shall  be  relieved  of  this  requirement. 

G.  S.  105-364.   Refrigerator  and  freight  car  companies. —  Every  person, 
firm,  or  corporation  owning  refrigerator  or  freight  cars  operated  over  or 
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leased  to  any  railroad  company  in  this  State  or  operated  in  the  State  shall 
be  taxed  in  the  same  manner  as  hereinbefore  provided  for  the  taxing  of 
sleeping  car  companies,  and  the  collection  of  the  tax  thereon  shall  be 
followed  in  assessing  and  collecting  the  tax  on  the  refrigerator  and  freight 
cars  taxed  under  this  section:   Provided,  if  it  appears  that  the  owner  does 
not  lease  the  cars  to  any  railroad  company,  or  make  any  contract  to  furnish 
it  with  cars,  but  they  are  furnished  to  be  run  indiscriminately  over  any 
lines  on  which  shipper  or  railroad  companies  may  desire  to  send  them,  and  the 
owner  receives  compensation  from  each  road  over  which  the  car  runs,  the  State 
Board  of  Assessment  shall  ascertain  and  assess  the  value  of  the  average 
number  of  cars  which  are  in  use  within  the  State  as  a  part  of  the  necessary 
equipment  of  any  railroad  company  for  the  year  ending  with  the  day  as  of 
which  property  is  assessed,  next  preceding  the  report,  and  the  tax  shall  be 
computed  upon  this  assessment.   In  making  distribution  of  any  taxable  valuation 
by  virtue  of  the  provisions  of  this  section,  the  State  Board  of  Assessment 
shall  give  primary  consideration  to  the  county  or  counties  in  which  the 
taxpayer  has  the  greater  car  mileage.   The  operation  of  this  section  as  to 
companies  taxed  under  Section  105-228.2  shall  be  suspended  during  the 
continuance  of  Section  105-228.2,  prescribing  a  method  of  taxing  freight  car 
line  companies  on  the  basis  of  their  gross  receipts  from  operation  of  their 
properties  in  this  State.   If  for  any  reason  such  method  of  taxing  freight 
car  line  companies  prescribed  in  Section  105-228.2  should  be  held  to  be  invalid, 
the  provisions  of  this  section  shall  again  become  operative  with  respect  to  the 
companies  taxed  thereunder,  as  if  it  had  not  been  suspended,  and  it  shall  be 
the  duty  of  the  State  Board  of  Assessment  to  assess  for  ad  valorem  taxation 
all  properties  of  freight  line  companies  subject  to  tax  under  this  section 
and  all  properties  of  such  freight  line  companies  not  heretofore  assessed 
under  this  section. 
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DIVISION  II.   ASSESSMENT  OF  CARRIERS. 

G.  S.  105-365.   Valuation  of  carriers. —  The  State  Board  of  Assessment 
shall  value  certain  property  of  trailer-on-f latcar  companies,  motor  carriers, 
and  air  carriers  as  provided  in  the  following  sections  of  this  division. 

G.  S.  105-366.   Valuation  of  certain  property  of  trailer-on-f latcar 
companies. —  The  State  Board  of  Assessment  shall  determine  the  true  value  in 
money  of  the  trailers  of  any  taxpayer  engaged  in  the  business  of  owning, 
operating,  or  leasing  trailer-on-f latcar  trailers  in  this  State  and  shall 
assess  the  trailers  for  taxation  as  hereinafter  provided.   In  determining 
the  true  value  in  money  of  the  trailers,  the  State  Board  of  Assessment  shall 
consider  the  original  cost  less  depreciation,  the  replacement  cost  less 
depreciation,  the  gross  annual  rental  rate  of  any  leased  trailers,  and  any 
other  information  having  a  bearing  on  the  value  of  the  trailers.   The  portion 
of  the  total  true  value  in  money  of  the  trailers  of  a  trailer-on-f latcar 
company  engaged  in  business  both  within  and  without  North  Carolina  which  shall 
be  taxable  in  this  State  shall  be  deemed  to  be  that  portion  of  the  total  value 
which  the  total  miles  of  lines  or  routes  over  which  said  trailers  are  moved 
in  North  Carolina  bears  to  the  total  miles  of  lines  or  routes  over  which 
moved  everywhere.   The  portion  of  the  value  taxable  in  this  State  subject 
to  taxation  in  any  local  taxing  jurisdiction  shall  be  deemed  to  be  that 
portion  thereof  that  the  miles  of  lines  or  routes  over  which  said  trailers 
are  moved  within  the  taxing  jurisdiction  bears  to  the  total  miles  of  lines 
or  routes  over  which  moved  in  this  State.   In  the  event  the  trailers  valued 
under  this  section  have  been  reported  to  the  Board  by  a  railroad  lessee,  and 
it  becomes  liable  for  the  taxes  on  the  trailers  levied  by  this  subchapter,  the 
lessor  shall  be  relieved  of  the  requirements  of  this  subchapter  as  to  reporting 
and  paying  the  taxes  thereon. 
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G.  S.  105-367.   Valuation  of  certain  property  of  motor  carriers. —  The 
State  Board  of  Assessment  shall  determine  the  true  value  in  money  of  the 
rolling  stock  owned  or  operated  by  motor  carriers  operating  in  this  State 
and  shall  assess  the  rolling  stock  for  taxation  as  hereinafter  provided. 

For  purposes  of  this  article: 

(1)  The  words  "motor  carrier"  shall  mean  a  taxpayer  engaged  in  the 
business  of  transporting  passengers  or  property  for  hire  over  regular  or 
irregular  routes  and  being  regulated  by  the  Utilities  Commission  or  the 
Interstate  Commerce  Commission. 

(2)  The  words  "rolling  stock"  shall  mean  motor  vehicles,  machines, 
busses,  trucks,  tractor  trucks,  trailers,  semi- trailers,  or  combinations 
thereof,  which  are  propelled  or  drawn  by  mechanical  power  and  used  upon  the 
highways. 

(3)  The  words  "motor  vehicle  miles"  shall  mean  the  miles  traveled  by 
rolling  stock,  whether  upon  the  highways  or  elsewhere. 

(4)  The  words  "originating  passenger  revenue"  shall  mean  revenue  to 
a  motor  carrier  from  the  transportation  of  revenue  passengers. 

(5)  The  words  "revenue  cargo  tons"  shall  mean  the  weight  in  tons  of 
revenue  cargo  (not  including  passengers)  received  and  discharged  as  originating 
or  terminating  traffic. 

In  determining  the  true  value  in  money  of  rolling  stock  of  motor 
carriers,  the  State  Board  of  Assessment  shall  consider  the  original  cost  less 
depreciation,  the  replacement  cost  less  depreciation,  the  gross  annual  rental 
rate  of  leased  rolling  stock,  and  any  other  information  having  a  bearing  on 
the  value  of  the  rolling  stock.   The  portion  of  the  true  value  in  money  of  all 
of  the  rolling  stock  of  a  motor  carrier  engaged  in  business  both  within  and 
without  North  Carolina  which  shall  be  taxable  in  this  State  shall  be  deemed 
to  be  that  portion  of  the  total  value  of  rolling  stock  which  the  motor 
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vehicle  miles  traveled  by  rolling  stock  of  the  company  in  this  State  in  the 
preceding  calendar  year  bears  to  the  total  motor  vehicle  miles  traveled  both 
within  and  without  this  State  by  rolling  stock  of  the  company  in  the  same 
period.   In  the  case  of  a  motor  carrier  of  passengers,  the  portion  of  the 
value  of  rolling  stock  taxable  in  this  State  subject  to  taxation  in  any 
local  taxing  jurisdiction  shall  be  deemed  to  be  that  portion  of  the  value 
which  the  originating  passenger  revenue  of  the  carrier  within  the  taxing 
jurisdiction  in  the  preceding  calendar  year  bears  to  the  total  originating 
passenger  revenue  of  the  carrier  in  this  State  in  the  same  period.   In  the 
case  of  a  motor  carrier  of  property,  the  portion  of  the  total  value  of 
rolling  stock  taxable  in  this  State  subject  to  taxation  in  any  local  taxing 
jurisdiction  shall  be  deemed  to  be  that  portion  of  the  value  which  the 
revenue  cargo  tons  handled  by  the  carrier  within  the  taxing  jurisdiction  in 
the  preceding  calendar  year  bears  to  the  total  revenue  cargo  tons  handled  by 
the  carrier  in  this  State  in  the  same  period. 

G.  S.  105-368.   Valuation  of  certain  property  of  air  carriers. —  The 
State  Board  of  Assessment  shall  determine  the  true  value  of  the  flight  equip- 
ment owned  or  operated  by  air  carriers  operating  in  this  State  and  shall 
assess  the  flight  equipment  for  taxation  as  hereinafter  provided. 

For  purposes  of  this  article: 

(1)  The  words  "air  carrier"  shall  mean  a  taxpayer  engaged  in  the 
business  of  transporting  persons  or  property  for  hire  by  airplanes  operating 
over  fixed  routes  and  subject  to  regulation  by  a  federal  regulatory  agency. 

(2)  The  words  "flight  equipment"  shall  mean  aircraft  fully  equipped 
for  flying  and  used  in  any  operation  within  the  United  States. 

(3)  The  words  "aircraft  arrivals  and  departures"  shall  mean: 

(a)   the  number  of  scheduled  landings  and  takeoffs  of  the  aircraft 
of  an  air  carrier. 
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(b)  the  number  of  scheduled  air  pickups  and  deliveries  by  the 
aircraft  of  such  carriers,  and 

(c)  in  the  case  of  nonscheduled  operations,  shall  include  all 
landings  and  takeoff s,  pickups  and  deliveries. 

(4)  The  words  "revenue  tons  handled"  by  an  air  carrier  shall  mean  the 
weight  in  tons  of  revenue  passengers  and  revenue  cargo  received  and  discharged 
as  originating  or  terminating  traffic. 

(5)  The  words  "originating  revenue"  shall  mean  revenue  to  an  air 
carrier  from  the  transportation  of  revenue  passengers  and  revenue  cargo. 

In  determining  the  true  value  in  money  of  flight  equipment  of  air  carriers, 
the  State  Board  of  Assessment  shall  consider  the  original  cost  less  depreciation, 
the  replacement  cost  less  depreciation,  the  gross  annual  rental  rate  of  leased 
equipment,  and  any  other  information  having  a  bearing  on  the  value  of  the 
equipment.   The  portion  of  the  true  value  in  money  of  all  of  the  flight  equip- 
ment of  an  air  carrier  engaged  in  business  both  within  and  without  North 
Carolina  which  shall  be  taxable  in  this  State  shall  be  deemed  to  be  that 
portion  of  the  total  value  of  the  flight  equipment  which  is  obtained  by  use 
of  the  arithmetical  average  of  the  following  three  ratios: 

(a)  The  ratio  which  the  aircraft  arrivals  and  departures  within  this 
State  by  the  air  carrier  during  the  preceding  calendar  year  bears  to  the  total 
aircraft  arrivals  and  departures  within  and  without  this  State  by  the  air 
carrier  during  the  same  period; 

(b)  The  ratio  which  the  revenue  tons  handled  by  the  air  carrier  at 
airports  within  this  State  during  the  preceding  calendar  year  bears  to  the 
total  revenue  tons  handled  by  the  carrier  at  airports  within  and  without  this 
State  during  the  same  period;  and 

(c)  The  ratio  which  the  air  carrier's  originating  revenue  within  this 
State  for  the  preceding  calendar  year  bears  to  the  total  originating  revenue 
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of  the  carrier  within  and  without  this  State  for  the  same  period. 

Having  determined  the  true  value  in  money  of  the  flight  equipment  of 
each  air  carrier  allocable  to  this  State  for  purposes  of  taxation,  the  State 
Board  of  Assessment  shall  apportion  the  figure  so  determined  among  the  local 
taxing  jurisdictions  of  the  State  in  the  proportion  which  the  number  of 
aircraft  arrivals  and  departures  within  each  taxing  jurisdiction  during  the 
preceding  calendar  year  bears  to  the  total  number  of  aircraft  arrivals  and 
departures  within  this  State  during  the  same  period. 

G.  S.  105-369.   Assessment  and  certification  to  local  units. —  Having 
determined  the  true  value  in  money  of  the  flight  equipment  of  air  carriers, 
the  rolling  stock  of  motor  carriers,  and  the  trailer-on-f latcar  trailers  of 
companies  operating  or  leasing  trailers  to  be  apportioned  to  each  local 
taxing  jurisdiction,  the  State  Board  of  Assessment  shall  assess  the  property 
by  applying  the  assessment  ratio  adopted  by  the  board  of  county  commissioners 
of  the  county  in  accordance  with  the  provisions  of  Section  105-294,  unless  the 
State  Board  of  Assessment  shall  determine  that  some  other  ratio  more 
correctly  reflects  the  ratio  of  assessed  value  to  true  value  in  the  county. 
The  resulting  assessed  values  shall  be  certified  to  the  tax  supervisors  of 
the  counties  and  to  the  clerks  of  the  municipalities  to  which  a  portion  of 
the  taxable  property  has  been  apportioned  under  this  article.   Taxes  shall 
be  levied  against  the  assessed  value  of  the  property  by  each  local  taxing 
jurisdiction  at  the  same  rate  levied  against  other  property  in  the  taxing 
jurisdiction. 

G.  S.  105-370.   Equipment  not  subject  to  local  listing. —  Flight  equip- 
ment, rolling  stock,  and  trailer-on-f latcar  trailers  assessed  by  the  State 
Board  of  Assessment  under  the  provisions  of  this  article  shall  not  be  listed 
and  assessed  fo»— taxation  Under  the  provisions  of  Sections  105-302,  105-333, 
J.05-334,  or  any  other  section  requiring  property  to  be  listed  with  county 


-  153  - 

and  municipal  authorities.   Carriers  subject  to  the  provisions  of  the 
preceding  sections  of  this  article  shall  list  all  property  not  covered  by 
this  article  with  the  appropriate  county  and  municipal  taxing  authorities 
as  required  by  this  subchapter. 

DIVISION  IIIo   GENERAL  PROVISIONS 

G.  S.  105-371.   Notice,  hearing,  and  appeal. —  Each  taxpayer  subject  to 
assessment  under  this  article  shall  be  notified  in  writing  of  (a)  the  proposed 
valuation  of  its  property  within  North  Carolina  as  soon  as  practicable  after 
the  value  has  been  determined,  and  (b)  the  assessment  ratios  which  the  State 
Board  of  Assessment  proposes  to  use  in  assessing  the  property  of  the  taxpayer. 
The  taxpayer  may  within  twenty  days  of  the  mailing  of  the  notice  request  in 
writing  a  hearing  before  the  Board  on  the  proposed  valuation  or  the  proposed 
assessment  ratios  or  both.   If  no  timely  request  for  a  hearing  is  made,  the 
proposed  valuation  and  assessment  ratios  shall  be  final  and  coiclusive. 

At  such  time  and  place  as  the  Chairman  of  the  Board  shall  designate,  a 
hearing  shall  be  held  following  which  the  value  of  the  property  of  the  tax- 
payer and  the  assessment  ratios  to  be  used  shall  be  fixed  by  the  Board. 
Notice  of  the  time  and  place  of  the  hearing  shall  be  given  to  the  taxpayer 
if  the  hearing  involves  the  proposed  valuation,  and  notice  of  the  time  and 
place  of  the  hearing  shall  be  given  to  the  taxpayer  and  to  the  county  or 
counties  involved  if  the  hearing  involves  the  proposed  assessment  ratios. 

The  Board  shall  notify  the  taxpayer  of  the  value  of  its  property,  and  it 
shall  notify  the  taxpayer  and  the  county  or  counties  involved  of  the  assessment 
ratios.   The  taxpayer  and  any  county  involved  may  within  thirty  days  after  the 
mailing  of  the  notice  appeal  to  the  Superior  Court  of  Wake  County  from  the 
value  so  fixed  or  the  assessment  ratio  so  determined.   The  appeal  shall  be 
governed  by  the  provisions  of  G,  S.  143-306  et  seq. 
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G.  S.  105-371.1.   Taxes  on  public  service  companies  shall  be  a  lien  on 
property.--  (a)   Priority  of  lien  on  real  property: 

(1)  The  lien  of  taxes  shall  attach  to  all  real  property  of  the 
public  utility  in  the  taxing  unit  as  of  January  1. 

(2)  The  liens  of  taxes  of  all  taxing  units  shall  be  of  equal 
dignity  and  shall  be  superior  to  all  other  assessment, 
charges,  rights,  liens,  and  claims  of  any  and  every  kind  in 
and  to  said  property,  regardless  of  by  whom  claimed  and 
regardless  of  whether  acquired  prior  or  subsequent  to  the 
attachment  of  said  lien  for  taxes:   Provided,  that  nothing 
herei  \  shall  be  construed  as  affecting  such  relative  priority 
as  may  be  prescribed  by  the  Revenue  Laws  for  the  lien  of 
state  taxes. 

(3)  The  priority  of  the  lien  shall  not  be  affected  by  transfer  of 
title  to  the  real  property  after  the  lien  has  attached,  nor 
shall  it  be  affected  by  death,  receivership  or  bankruptcy  of 
the  owner  of  said  property. 

(b)  Discharge  of  lien:   The  tax  lien  shall  continue  until  the  taxes, 
plus  interest,  penalties,  and  costs  as  allowed  by  law,  have  been  fully  paid. 

(c)  Priority  of  lien  on  personal  property:   The  tax  lien,  when  it 
attaches  to  personal  property,  shall,  insofar  as  it  represents  taxes 
assessed  against  the  property  to  which  it  attaches,  be  superior  to  all  other 
liens  and  rights,  whether  such  other  liens  and  rights  are  prior  or  subsequent 
to  the  tax  lien  in  point  of  time.   Insofar  as  the  tax  lien  represents  taxes 
not  assessed  against  such  property,  the  tax  lien  on  personal  property  shall 
be  inferior  to  prior  valid  liens  and  superior  to  all  subsequent  liens.   As 
between  the  liens  of  different  taxing  units,  the  lien  first  attaching  shall 
be  superior. 
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(d)  Preference  accorded  taxes  in  liquidation  of  debtor's  estates:   In 
all  cases  in  which  a  public  utility's  assets  are  in  the  hands  of  a  receiver 
or  assignee  for  the  benefit  of  creditors,  or  are  otherwise  being  liquidated 
or  managed  for  the  benefit  of  creditors,  the  taxes  owed  by  such  debtor, 
together  with  interest,  penalties  and  costs,  shall  be  a  preferred  claim, 
second  only  to  administration  expenses  and  specific  liens:   Provided,  that 
this  shall  not  be  construed  to  modify  or  reduce  the  priority  by  this  sub- 
chapter given  to  tax  liens  on  real  property  or,  in  case  of  levy  or  attachment, 
the  priority  by  this  subchapter  given  to  tax  liens  on  personal  property. 

(e)  Remedies  for  enforcement  of  liens:   Taxing  units  shall  have  the 
same  remedies  against  the  personal  property  of  public  utilities  that  they  are 
accorded  against  the  personal  property  of  all  other  taxpayers  by  G.  S.  105- 
385,  and  the  same  remedies  against  the  real  property  of  public  utilities  that 
they  are  accorded  against  the  real  property  of  all  other  taxpayers  by  G.  S. 
105-391,  G.  S.  105-392,  and  G,  S.  105-414. 

G.  S.  105-371.2.  Failure  to  pay  tax;  remedies;  penalty. —  If  any  public 
service  company  as  defined  in  this  article  shall  fail  or  refuse  to  pay  any 
taxes  levied  against  it  by  any  county,  municipality  or  other  taxing  unit  in 
this  State,  in  addition  to  other  remedies  provided  by  law  for  the  collection 
of  taxes,  an  action  may  be  prosecuted  in  any  court  of  competent  jurisdiction 
by  any  local  taxing  unit  for  the  recovery  of  such  tax  and  the  judgment  rendered 
therein  shall  include  as  additional  tax  a  penalty  of  50%  of  the  taxes  as 
assessed  and  unpaid,  with  interest  thereon  at  the  rate  of  6%  per  annum  from 
the  date  the  tax  was  due  to  be  paid,  plus  reasonable  attorney  fees  to  be 
fixed  by  the  court.   The  awarding  of  attorney  fess  by  the  court  shall  not 
prevent  the  local  taxing  unit  from  paying  an  additional  fee  pursuant  to 
contract,  nor  shall  it  prevent  the  local  unit  from  requiring  that  the  fee 
awarded  by  the  court  be  paid  into  the  general  fund  of  the  local  unit  in 
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accordance  with  any  arrangement  between  the  taxing  unit  and  its  attorney. 
The  judgment  rendered  by  the  court  may  include  a  mandamus  ordering  the  pay- 
ment of  the  judgment,  penalty,  interest  and  costs,  including  the  attorney 
fee  as  part  of  the  cost. 

If,  during  the  pendency  of  an  action  as  herein  authorized,  there  shall 
accrue  subsequent  taxes,  such  taxes,  penalties  and  interest  may  be  included  in 
the  judgment  to  be  rendered  upon  the  filing  by  the  tax  collector  in  the  court 
in  which  the  action  is  pending  a  certificate  setting  forth  such  subsequently 
accrued  tax.   Such  certificate  may  be  filed  at  any  time  prior  to  the 
rendition  of  judgment. 

In  any  such  action  the  assessed  valuation  as  fixed  by  the  State  Board 
of  Assessment  and  as  apportioned  and  certified  to  the  local  taxing  unit  shall 
be  conclusive  with  respect  thereto  and  shall  not  be  subject  to  collateral 
attack. 
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MINORITY  REPORT  RELATIVE  TO  A  TOBACCO  TAX 

I.   Purpose  of  Minority  Report 

The  majority  of  the  members  of  the  Commission  have 
affirmatively  voted  to  recommend  the  imposition  of  2-cents- 
a-pack  cigarette  tax.   The  minority,  after  diligent  study, 
find  themselves  firmly  opposed  to  such  recommendation  and 
believe  that  their  reasons  for  such  opposition  are  of  such 
importance  to  the  people  of  the  State  of  North  Carolina  to 
warrant  this  report. 

II o   Basis  for  Majority  Recommendation 

The  majority  recommendation  for  a  2-cents-a-pack 
cigarette  tax  is  not  based  on  any  recognized  need  for  addi- 
tional state  or  local  revenue.   Instead,  it  is  recommended 
as  replacement  revenue  primarily  in  conjunction  with  proposed 
50  percent  inventory  tax  relief.   Although  the  minority 
voted  affirmatively  for  the  proposed  inventory  tax  relief, 
we  did  so  on  the  basis  that  the  immediate  revenue  loss  to 
the  State  would  be  small  (approximately  $7  million  to  $8 
million  out  of  general  fund  revenue  in  excess  of  $550  million) 
and  that  such  loss  would  be  made  up  many  times  over  in  the 
future  by  virtue  of  such  change  having  made  the  State  much 
more  attractive  to  new  industry.   This  view  is,  we  believe, 
adequately  supported  by  the  fact  that  during  the  last  fiscal 
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year  increased  economic  activity  within  the  State  produced 
a  general  fund  revenue  increase  of  almost  $75  million.   Con- 
versely, we  are  not  compelled  to  the  belief  that  the  legis- 
lative directive  which  created  the  Commission  prohibits  a 
recommendation  on  this  basis  or  that  it  requires  a  strict 
balancing  of  replacement  dollars. 

III.  Basis  for  Minority  Views 

A.   Nature  and  Effect  of  Cigarette  Tax 

With  increasing  frequency,  it  is  stated  that  North 
Carolina  should  impose  a  tax  on  cigarettes  because  all  other 
states  do,  and  such  a  tax  is,  therefore,  as  to  North  Carolina 
an  "untapped  source  of  revenue"  which  could  produce  much 
needed  money  for  the  State  or  the  counties  and  cities  of  the 
State.   This  overlooks  not  only  the  nature  of  the  tax  but 
its  effect  as  well. 

A  tax  imposed  on  cigarettes  is  not  a  tax  on  an  abstract 
commodity;  nor  does  it  produce  revenue  from  an  "untapped 
source."  It  is  an  additional  tax  on  people.   More  important, 
however,  it  is  a  tax  on  a  selected  group  of  people--i.e. , 
smokers- -and  thus  produces  the  effect  of  shifting  a  greater 
portion  of  the  cost  of  govermental  services  to  these  people 
than  they  would  otherwise  bear  merely  because  they  smoke. 

It  is  estimated  by  the  Department  of  Agriculture  that 
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approximately  54  percent  of  the  males  and  20  percent  of  the 
females  over  18  years  of  age  in  the  southern  region  of  the 
United  States  are  regular  cigarette  smokers.   When  applying 
these  percentages  to  the  population  of  North  Carolina,  a 
reasonable  estimate  of  the  smoking  population  of  North 
Carolina  would  be  1.1  million  persons.   In  1965,  Uo  So  per 
capita  consumption  of  cigarettes  for  persons  18  years  of  age 
and  over  was  estimated  at  4,262  cigarettes  per  year.   Applying 
this  figure  to  that  percentage  of  total  population  which 
smokes  indicates  that  the  average  smoker  consumes  approxi- 
mately 11,800  cigarettes  per  year.   This,  in  turn,  indicates 
that  the  cost  per  year  to  the  smoker  of  a  2-cent-per-package 
tax  would  be  approximately  $12  per  year  which  would  provide 
a  per  capital  state  revenue  of  approximately  $2,40.   Thus, 
the  smoker  would,  in  effect,  be  giving  up  $12  a  year  to  re- 
ceive the  benefit  of  $2.40  worth  of  govermental  service.  Non- 
smokers  would,  of  course,  receive  equivalent  benefits  at  no 
additional  cost  to  themselves,  in  effect  being  subsidized 
by  persons  who  smoke.   Should  a  5-cent-per-package  tax  be 
enacted,  the  average  smoker  would  pay  the  State  an  additional 
$30  per  year  in  taxes  over  and  above  what  he  now  pays  and 
receive  in  return  therefor  govermental  services  worth  only 
$6  per  year. 

The  question  thus  presented  is  whether  there  is  any 
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justification  for  imposing  this  additional  tax  burden  on 
this  particular  group  of  people. 

1.  Tax  Not  Justifiable  on  Service  Basis.   The  cig- 
arette tax  cannot  be  justified  by  comparison  to  taxes  such 
as  the  gasoline  tax.   The  money  produced  by  the  gasoline 
tax  is  specifically  used  for  highway  maintenance  and  con- 
struction.  Thus,  the  people  who  pay  this  tax  are  the  ones 
who  make  use  of  the  roads.   Conversely,  there  is  no  addi- 
tional goverment  service  provided  for  people  who  smoke  which 
could,  under  any  circumstances,  justify  their  bearing  a  dis- 
proportionate share  of  the  cost  burden. 

2.  Tax  Not  Justifiable  as  a  Luxury  Tax.  The  thought 
has  been  expressed  that  the  cigarette  tax  is  justified  be- 
cause cigarettes  are  a  luxury,  and  people  who  indulge  them- 
selves should,  therefore,  bear  a  greater  portion  of  the  cost 
of  government.   This  fails  to  recognize  the  basic  premise 
upon  which  all  luxury  taxes  are  based--i.e.,  ability  to  pay. 
The  individual  in  the  lowest  income  bracket  enjoys  and  desires 

cigarettes  just  as  much  as  the  individual  in  the  highest  in- 

1/ 
come  bracket.   Cigarettes  are  not  something  that  a  person 


\l   Bureau  of  Labor  statistics  show  that  persons  having 
less  than  $7,500  per  annum  family  income,  before  taxes,  (ex- 
cluding farm  families)  consume  over  55  percent  of  cigarette 
production. 
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spends  more  money  for  in  proportion  to  his  income.   As  a 
selective  tax  on  a  single  commodity,  the  cigarette  tax  is 
more  regressive  than  the  sales  tax  which  is  broadly  based 
and  recognizes  ability  to  pay--i.e.,  the  person  who  can 
afford  steak  pays  more  tax  than  the  person  who  can  only 
afford  hamburger.   Thus,  rather  than  spreading  the  tax  burden 
on  an  equitable  basis,  the  cigarette  tax  has  the  distinct 
effect  of  depriving  or  limiting  use  of  the  product  by  low 
income  families.   If  the  theory  of  a  luxury  tax  is  at  all 
valid,  it  can  be  so  only  if  limited  in  application  to  things 
which  are  purchased  on  the  basis  of  ability  to  pay--such  as 
furs,  jewelry,  and  like  commodities. 

3.   Tax  Not  Justifiable  on  Basis  of  Ease  of  Collection, 
It  has  also  been  stated  that  the  basic  justification  of  the 
tax  is  the  ease  by  which  it  can  be  collected.   Even  if  ease 
of  collection  were  justification  for  a  given  tax  (in  our 
opinion,  it  is  not) ,  such  argument  would  not  be  justified 
with  respect  to  tiiis  tax.   Cigarettes  basically  are  a  low- 
cost,  fast-moving,  widely- traded- in  commodity.   Complete  and 
reliable  enforcement  is  next  to  impossible  without  very  strin- 
gent licensing,  reporting  and  auditing  procedures.   Further, 
the  tax  by  its  selective  nature  encourages  otherwise  honest 
people  to  break  the  law  and  fosters  illegal  bootlegging  and 
related  activity. 
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4.  Tax  Is  Not  Justifiable  on  Basis  of  Revenue  Needs. 
There  has  been  no  showing  that  the  State  government  has  need 
for  the  additional  funds  which  would  be  produced  by  a  tobacco 
products  tax.   Also,  it  seems  clear  that  by  and  large  such  a 
tax  is  not  needed  in  and  of  itself  to  provide  funds  to  cities 
and  counties.   Also,  it  is  well  established  that  the  State 
now  bears  the  cost  of  a  high  percentage  of  local  governmental 
programs  and  that  property  taxes  in  the  vast  majority  of  cities 
and  counties  in  North  Carolina  are,  therefore,  well  below  the 
national  average.   A  statewide  tax  cannot  be  justified  to 
meet  the  needs  of  only  a  few  localities.   Further,  the  tax 

is  not  justifiable  on  the  basis  of  providing  replacement 
revenue  for  a  partial  repeal  of  the  inventory  tax.   This 
merely  shifts  the  burden  of  such  tax  from  the  business  en- 
tities now  paying  it  to  those  individuals  who  smoke.   In 
essence,  relief  is  provided  across  the  board  for  business  by 
penalizing  a  segment  of  our  people. 

5.  Tax  Not  Justifiable  Because  of  Tax  on  Alcoholic 
Beverages.   Attempts  at  justification  for  a  cigarette  tax 
have  also  been  based  on  the  fact  that  North  Carolina  has  an 
alcoholic  beverages  tax.   This  comparison  disregards  the 
basic  premises  which  justify  the  beverage  tax.   These  are 
(1)  a  very  definite  desire  on  the  part  of  local  and  state 
governments,  as  representatives  of  the  people,  to  control 
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and  to  some  extent  limit  the  use  of  alcoholic  beverages 
and  (2)  to  provide  an  adequate  basis  for  the  use  of  police 
power  in  accomplishing  these  purposes.   It  would,  therefore, 
seem  that  the  tax  on  alcoholic  beverages  is  justification 
for  tax  on  tobacco  products  only  if  the  same  philosophy 
prevails  with  respect  to  tobacco  products--i.e. ,  that  the 
use  thereof  must  be  discouraged  and  subjected  to  strict 
control. 

6.   Summary.   The  cigarette  tax  is  a  selective  tax 
which,  by  its  nature,  is  extremely  regressive,  in  that  it 
places  a  heavier  burden  on  low  income  persons  than  others, 
and  discriminatory,  in  that  only  a  segment  of  the  population 
bears  the  entire  burden  thereof.   There  is  no  equitable  or 
other  basis  which  can,  in  our  opinion,  justify  or  support 
an  affirmative  recommendation. 

B.   Value  of  Tobacco  to  the  Economy  of  North  Carolina 

While  we  are  convinced  that  our  refusal  to  concur  in 
a  recommendation  to  impose  a  cigarette  tax  on  North  Carolini- 
ans is  fully  justified  on  the  basis  of  the  foregoing  general 
observations,  we  are  just  as  convinced  that  there  are  far 
more  important  reasons  why  North  Carolina,  in  particular, 
should  not  impose  the  tax. 

Tobacco  has  since  early  Colonial  Days  been  an  important 
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factor  in  the  agricultural  economy  of  North  Carolina.   To- 
day it  is  the  State's  No.  1  cash  crop  with  about  49  percent 
of  the  North  Carolina  farmer's  cash  marketings  being  real- 
ized from  tobacco. 

Uo  S.  Department  of  Agriculture  figures  show  that 
approximately  63  percent  of  all  the  flue-cured  tobacco  grown 
in  the  United  States  is  produced  in  North  Carolina.   It  is 
grown  in  sizable  quantity  in  over  80  of  the  State's  100 
counties.   In  1965  it  provided  North  Carolina  growers  with 
sales  of  over  $463,167,000.   It  is  estimated  that  upwards  of 
200,000  North  Carolinians,  including  seasonal  workers,  earn 
all  or  part  of  their  livelihood  from  cultivating,  processing 
and  selling  tobacco. 

North  Carolina  also  has  the  distinction  of  manu- 
facturing more  cigarettes  than  any  other  state  in  the  nation. 
According  to  figures  released  by  the  Internal  Revenue  Service, 
North  Carolina  manufacturers  during  the  1965-66  fiscal  year 
provided  over  64  percent  of  the  nation's  cigarettes. 

Cigarette  manufacturers  and  related  tobacco  processors 
pay  directly  to  the  State  of  North  Carolina  approximately 
$12  million  a  year  as  corporate  income  tax.   This  is  more 
than  16  percent  of  all  corporate  income  tax  collected  by 
the  State.   Additionally,  they  pay  almost  $2  million  in  state 
franchise  taxes  and  around  $8  million  in  local  property  taxes. 
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State  income  taxes  collected  on  employees  of  manu- 
facturers and  processors  run  in  the  neighborhood  of  $2.5 
million  a  year. 

North  Carolina  smokers  pay  sales  tax  on  cigarettes 
consumed  in  the  State  in  the  approximate  amount  of  $5  million 
a  year. 

Thus,  without  taking  into  account  the  state  taxes 
generated  by  farm  income  derived  from  leaf  sales  and  ex- 
penditure of  these  funds  within  the  State,  or  the  local 
expenditure  of  tobacco  manufacturing  payrolls  and  related 
activity,  we  find  that  North  Carolina  is  now  realizing  al- 
most $30  million  a  year  in  direct  taxes.   Of  this  total 
all  but  cigarette  sales  tax  results  from  the  presence  within 
North  Carolina  of  the  tobacco  growing,  processing  and  manu- 
facturing industry.   In  terms  of  revenue  dollars,  therefore, 
North  Carolina  is  already  receiving  the  equivalent  of  6 
cents  a  pack  cigarette  tax  just  because  the  major  portion 
of  the  industry  is  in  the  State „ 

C.   Current  Status  of  Federal  and  State  Cigarette  Taxes 

Cigarettes  are  the  most  heavily  taxed  commodity  in 

existence. 

The  Federal  Government  imposes  an  8-cent-per-pack 

tax.   State  and  local  taxes  in  combination  for  49  states 


-    168  - 


run  from  2  cents  to  14  cents  per  pack.   In  1965  these  taxes 
cost  Uo  So  smokers  $3.5  billion.   The  Federal  Goverment 
collected  $2,070  million;  state  governments  collected  $1,373 
million;  and  municipal  governments  collected  $65  million. 
These  taxes  are  nearly  5  times  the  tobacco  growers'  receipts. 

Cigarette  taxes  as  a  percentage  of  average  retail 
price  run  from  a  low  of  approximately  37  percent  to  a  high 
of  57  percent,  with  the  national  average  being  51.4  percent. 
If  automobiles  were  taxed  at  the  same  rate  as  cigarettes,  a 
new  $3,000  car  would  cost  about  $6,000.   This  would  mean 
that  two- thirds  of  American  car  owners  could  not  afford  to 
buy  them.   If  all  goods  and  services  entering  into  the 
American  family  budgets  were  taxed  at  the  same  rate  as 
cigarettes,  the  Government  would  be  taking  so  large  a  share 
of  the  income  of  its  citizens  that  it  is  doubtful  that  income 
left  after  taxes  would  be  sufficient  to  provide  the  bare 
necessities  of  life. 

This  tax  burden,  if  continued,  no  less  expanded,  can- 
not help  but  adversely  affect  the  North  Carolina  tobacco 
industry. 

D.   Past  Effects  of  State  Cigarette  Taxes  on  North  Carolina 
Economy 

During  the  period  1958  through  1962,  total  domestic 
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cigarette  consumption  grew  at  an  average  annual  rate  of 
3.2  percent.   The  Surgeon  General's  Report  on  Smoking  and 
Health  was  issued  in  early  1964.   The  effects  of  the  report, 
however,  were  felt  as  early  as  the  fourth  quarter  of  1963, 
and  there  was  little,  if  any,  recovery  until  late  in  1964. 
Had  the  industry  continued  to  perform  at  the  1958-62  rate, 
annual  cigarette  consumption  from  1963  through  1965  would 
have  been  considerably  higher  than  was  actually  attained. 
A  comparison  of  the  actual  volume  in  1963-65  with  that 
expected  is  an  indication  of  how  much  the  industry  was 
affected: 


Tax- Paid  Removals 
(Billions  of  Cigarettes) 


Actual      Projected       Difference 

1963  509.6       510.9  1.3 

1964  497.4       527.2  29.8 

1965  511.5       544.1  32.6 

It  can  be  seen  from  the  above  table  that  sales  were 
off  by  more  than  1  billion  cigarettes  in  1963  and  nearly 
30  billion  in  1964  from  the  1958-62  trend.   While  consump- 
tion recovered  from  497.4  billions  to  511.5  billions  in 
1965,  this  level  was  still  nearly  33  billion  cigarettes 
below  where  it  should  have  been. 

It  is  difficult  to  ascertain  how  much  of  this  loss 
was  the  direct  result  of  state  cigarette  taxes.   However, 
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in  1965  when  the  industry  seemed  to  be  recovering  from  the 
Surgeon  General's  Report,  22  states  raised  their  taxes. 
Published  figures  show  that  cigarette  sales  in  these  states 
are  down  an  average  of  4.3  percent  for  a  loss  in  sales  of 
over  10  billion  cigarettes.   As  tobacco  farm  income  is, 
of  course,  mainly  a  function  of  overall  cigarette  production 
and  consumption,  this  loss  in  sales  has  direct  impact  upon 
the  North  Carolina  grower.   In  total,  the  estimated  loss 
in  cigarette  sales  was  almost  6  percent  in  both  1964  and 
1965.   This  means  that  the  North  Carolina  farmer  has  lost, 
or  stands  to  lose,  approximately  $60  million  to  $70  million 
(approximately  $600  per  tobacco  farm)  by  virtue  of  the  fact 
that  the  industry  growth  pattern  has  not  been  maintained. 

It  may  also  be  noted  that,  while  the  Tobacco  Merchants 
Association's  latest  estimates  indicate  that  1966  sales  will 
rise  by  10  to  15  billions  of  cigarettes  (2.3  percent  in- 
crease) over  1965,  this  growth  level  is  still  well  below 
the  1958-62  trend.   Thus,  even  if  the  estimates  are  accurate, 
the  North  Carolina  farmer  will  not  receive  in  the  future  as 
much  income  from  tobacco  as  he  would  have  had  the  1958-62 
trend  continued. 

The  loss  in  cigarette  sales  is,  of  course,  felt  by 
the  State  in  other  ways.   To  the  extent  the  North  Carolina 
farmer  has  lost  income  from  leaf  tobacco  sales,  his  purchasing 
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power  has  been  diminished,  and  the  local  merchants  with 
whom  he  deals  realize  less  income.   This  means  that  the 
State  will  receive  less  revenue  from  both  the  farmers  and 
the  merchants.   Further,  to  the  extent  that  North  Carolina 
tobacco  products  manufacturers  realize  less  profit  from 
decreased  sales,  the  State  realizes  less  revenue. 

Additionally,  the  loss  in  cigarette  sales  has  pro- 
duced a  contraction  of  manufacturers'  leaf  inventories. 
North  Carolina  cities  and  counties  have,  as  a  result  of  this 
contraction  lost  more  than  $1,000,000  in  property  tax  revenue 
that  they  would  have  received  had  it  not  occurred. 

E.   Effect  of  North  Carolina  Cigarette  Tax  Enactment 

lo   Revenue  Effects.   It  is  estimated  that  each 
penny  of  tax  imposed  on  a  pack  of  cigarettes  sold  in  North 
Carolina  would  yield  annual  revenue  of  approximately  $5 
million  to  $6  million.   A  2-cent  tax  could  thus  produce 
$10  million  to  $12  million,  and  a  5-cent  tax  could  produce 
$25  million  to  $30  million,  less,  of  course,  the  cost  to 
the  State  of  tax  enforcement  and  collection.   If  the 
economy  of  our  state  were  such  that  existing  taxes  were  not 
generating  sufficient  revenue  to  meet  the  needs  of  the 
people,  and  it  was  clear  that  existing  taxes  were  imposed 
at  maximum  feasible  levels,  there  would  be  some  basis  for 
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looking  for  additional  so-called  "sources"  of  revenue. 
There  is,  however,  no  indication  that  these  conditions 
exists.   The  same  can  be  said  with  respect  to  counties  and 
cities.   Here,  there  are  some  indications  that  some  local- 
ities do  feel  the  need  for  additional  revenue  over  and  above 
that  which  they  believe  can  reasonably  be  raised  by  reference 
to  the  property  tax.   It  should  be  made  clear  that  this  is 
a  problem  which  is  limited  to  a  relatively  few  localities 
throughout  the  State  and  one  which  should  be  handled  only 
on  a  local  option  basis,  if  at  all,  within  the  existing 
state  tax  structure. 

2 .   Ramifications  to  North  Carolina  Economy .   As 
has  been  indicated,  all  49  other  states  and  the  District  of 
Columbia  have  enacted  cigarette  taxes.   The  enforcement 
problems  experienced  by  these  states  stem  primarily  from 
one  thing- -the  diversity  of  rates  of  tax  between  states. 
Where  there  is  a  marked  difference  in  these  rates,  people 
in  the  high- tax  state  tend  to  make  their  purchases,  where 
feasible,  in  the  low- tax  state;  and  where  there  is  a  wide 
disparity,  it  is  an  open  invitation  for  bootlegging,  smuggling, 
and  other  illegal  activity. 

There  is  no  question  but  that  cigarette  rate  increases 
do  affect  sales  at  least  on  a  temporary  basis,  and  once  the 
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rate  gets  high  enough,  sales  can  be  affected  on  a  permanent 
basis.   The  effect  which  state  tax  increases  have  on  sales 
and  the  effect  which  the  enactment  of  a  cigarette  tax  by 
North  Carolina  can  have  on  other  states  and  thus  upon  North 
Carolina  economy  can  be  shown  by  recent  developments  per- 
taining to  state  cigarette  taxes. 

As  of  July  1,  1966,  49  states  imposed  cigarette  taxes. 
Of  the  49  states,  4  states  increased  their  rates  during  1966, 
22  had  increased  their  rates  during  1965,  and  23  had  not  in- 
creased rates  since  sometime  prior  to  1965. 

Looking  at  comparative  sales  figures  for  the  periods 
July,  1965,  through  April,  1966,  and  July,  1964,  through 
^ril,  1965,  we  see  that  26  states  experienced  sales  de- 
creases and  22  experienced  sales  increases.   (No  information 
is  available  as  to  North  Carolina  which  has  no  tax  or  as  to 
Oregon  since  its  tax  only  went  into  effect  July  1,  1966.) 
Of  the  26  states  showing  sales  decreases,  19  of  them  fall 
in  the  category  of  having  raised  their  tax  in  1965,  and  2 
raised  their  rates  in  1966.   The  other  5  states,  with  one 
exception,  are  high- tax  states  with  contiguous  low- tax 
states. 

On  the  other  hand,  of  the  22  states  showing  some 
increase  in  sales,  19  are  states  which  have  not  had  a  rate 
increase  since  sometime  prior  to  1965.   The  other  three. 
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with  one  exception,  are  low- tax  states  with  contiguous 
high- tax  states. 

Total  industry  sales  for  the  comparative  period  are 
off  1.7  percent.   All  but  an  exceedingly  small  portion  of 
the  loss  has  specifically  occurred  in  those  states  which 
have  recently  raised  their  tax  rates,  with  the  major  losses 
occurring  in  those  states  which  have  the  highest  rates.  For 
example.  New  York  with  a  10-cent  rate  is  down  13.3  percent, 
and  Washington  with  an  11-cent  rate  is  down  13  percent. 
These  facts  graphically  illustrate  the  effect  state  cigarette 
rates  and  rate  increases  have  on  sales. 

The  other  point  to  be  illustrated  is  the  effect  which 
the  imposition  of  a  cigarette  tax  by  North  Carolina  coald 
have  on  other  states.   As  has  been  noted,  the  state  cigarette 
tax  enforcement  problems  arise  because  of  diversity  of  tax 
rates.   Thus,  moving  north  from  North  Carolina  which  has  no 
tax,  we  find  that  Virginia  has  a  3-cent  tax;  West  Virginia 
and  Maryland  have  a  6-cent  tax;  Pennsylvania,  an  8-cent  tax; 
and  New  York,  a  10-cent  tax.   Newspaper  accounts  indicate 
that  New  York  is  experiencing  great  difficulty  in  attempting 
to  enforce  its  tax  even  though  there  is  not  a  wide  disparity 
between  it  and  contiguous  states.   On  the  other  hand,  if 
New  York  were  situated  next  to  North  Carolina,  it  would  be 
almost  impossible  to  enforce  a  10-cent  rate.   However,  if 


-  175  - 

North  Carolina  imposes  a  2-  or  5-cent  tax  on  cigarettes, 
this  would  not  solve  New  York's  enforcement  problems  but 
would  provide  the  basis  for  that  state  and  many  others  to 
increase  their  tax  rates  by  the  amount  of  North  Carolina's 
tax  without  incurring  any  additional  enforcement  problems. 
Conversely,  so  long  as  North  Carolina  does  not  impose  a  tax 
on  cigarettes,  there  is  a  practicable  limit  as  to  how  high 
other  states  can  go  and  expect  any  reasonable  degree  of 
enforcement. 

It  is  difficult  to  estimate  the  exact  effect  that 
another  round  of  tax  increases  by  the  various  states  would 
have  on  the  industry.   We  do  have,  however,  a  firm  indi- 
cation that  once  the  rate  exceeds  8  cents  per  pack  there 
is  a  sharp  decrease  in  sales  which  may,  to  some  extent,  be 
permanent.   At  the  moment,  7  states  have  a  rate  of  more  than 
8  cents  per  pack,  and  21  have  a  rate  of  8  cents  per  pack. 
If  the  imposition  of  a  tax  in  North  Carolina  did  form  the 
basis  upon  which  the  21  states  having  an  8-cent  rate  would 
increase  their  rates  to  comparable  levels  of  the  7  which 
now  have  a  rate  higher  than  8  cents,  data  suggests  as  a 
possible  result  a  2  percent  loss  in  total  industry  sales. 
Translating  this  into  lost  dollars  for  North  Carolina  farmers 
indicates  a  possible  $9  million  annual  loss  (approximately 
$100  per  tobacco  farmer)  over  and  above  that  which  was 
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discussed  above.   If  such  loss  is  in  fact  realized,  the 
carry-over  effects  to  the  local  merchant  and  to  North 
Carolina  revenue  would  apply  as  discussed  above. 

We  raise  this  point  not  because  we  feel  that  other 
states  should  be  prohibited  from  taxing  cigarettes.  Whether 
they  do  or  not  depends  upon  the  electorate  and  their  repre- 
sentatives.  We  call  attention,  however,  to  the  fact  that 
in  the  vast  majority  of  these  states  tobacco-growing  and 
processing  and  manufacture  of  tobacco  products  play  little, 
if  any,  significant  part  in  the  economic  health  of  the 
community.   Also,  examination  of  tax  rates  and  increases 
thereof  in  other  states  leads  us  to  the  belief  that  the 
attitude  of  most  of  these  states  is  complete  disregard  of 
the  effect  of  their  actions  on  the  industry.   So  long  as  a 
tax  increase  results  in  additional  revenue,  it  appears  that 
no  consideration  is  given  to  the  effect  such  increase  may 
have  on  sales  of  the  products. 

On  the  other  hand.  North  Carolina  does  stand  to 
suffer  significant  economic  detriment  by  virtue  of  extreme 
or  unwise  taxing  policies  of  the  other  states  with  regard 
to  cigarettes.   Thus,  it  is  our  belief  that  under  these 
circumstances  there  is  no  duty,  moral  or  otherwise,  on  the 
part  of  North  Carolina  to  do  anything  which  can  aid  or  abet 
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Other  states  to  accomplish  anything  which  may  adversely 
affect  an  industry  as  vital  to  this  state  as  tobacco  is. 
IV.  Minority  Conclusions 

All  of  the  foregoing,  we  think,  clearly  raises  a 
question  as  to  the  validity  of  the  majority  recommendation. 
Quite  obviously,  the  Commission  was  not  charged  with  the 
duty  of  doing  anything  that  would  damage  the  economy  of 
this  state.   On  the  other  hand,  it  was  charged  with  the  duty 
of  studying  the  tax  structure  of  the  State  with  a  view  to 
making  it  more  equitable  to  our  citizens  and  to  do  what  it 
could  to  make  the  State  more  attractive  to  industry. 

In  summary,  it  is  our  firm  belief  that  there  is: 

1.  No  equitable  basis  on  which  a  cigarette  tax 
can  be  recommended. 

2.  Such  a  tax,  unless  imposed  at  a  rate  which 
would  further  depress  the  state  tobacco 
industry,  would  not  produce  significant 
revenue . 

3.  The  facts  indicate  that  the  enactment  of  the 
tax  would  have  an  adverse  effect  on  an  indus- 
try which  at  this  time  is  vital  to  the  economy 
of  the  State  of  North  Carolina. 

4.  Our  recommendation  for  partial  inventory  tax 
relief  is  based  on  the  firm  belief  that, 
while  a  loss  in  state  revenue  might  occur 
immediately  following  enactment,  such  loss 
will  be  made  up  by  new  industry  moving  into 
the  State  and  would,  therefore,  actually 
produce  an  increase  in  revenue  in  the  near 
future.   Under  these  circumstances,  imposition 
of  a  new  tax  is  not  necessary  to  provide  re- 
placement revenue. 
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In  conclusion,  as  members  of  this  Commission,  we 
can  under  no  circumstances  at  this  time  conscionably  concur 
in  the  recommendation  for  imposition  of  a  cigarette  tax  in 
North  Carolina. 
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MINORITY  REPORT  RELATIVE  TO  FARM  REAL  ESTATE  TAXES 

Some  Commission  members  stated  that  farm  real  estate  taxes  are 
excessive  when  farms  in  urban  areas  are  appraised  in  terms  of  their  adaptability 
for  commercial,  industrial  and  other  non-farm  uses.   These  members  point  out 
that  steps  have  been  taken  in  other  states  to  correct  similar  situations; 
they  recommend  such  changes  in  the  law  or  regulation  as  may  be  necessary  to 
eliminate  the  affect  of  location  relative  to  urban  areas  in  valuing  land 
for  farm  use  so  that  its  adaptability  for  commercial,  industrial  or  other 
non-farm  uses  will  not  be  factors  in  determining  its  value  as  a  farming 
enterprise. 
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